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The Co-ordination of 
State and Federal Taxes 


Specific prob- 
lems and their 
suggested 
solutions 
presented 


By ROSWELL 
MAGILL* 





HE President’s Budget Message annually focuses 
Ty the attention of business men and other taxpayers 
’ upon the problems of financing the activities of 
the Federal government. It is well that the mes- 
sage and its accompanying statements should show 
in detail, as they do, the exact sources of the various 
governmental revenues, and the items for which ex- 
penditures are estimated. The man who described 
the best tax as the one which plucks the feathers 
from the goose but causes the least squawking was 
not a modern economist, for the modern trend of 
thought in taxation is directed toward a tax- 
conscious public. The more acute the citizen’s con- 
sciousness of his tax burdens, the more active his 
interest in the operations and particularly the ex- 
penditures of the state. 


jut the Budget, the reports of the Secretary of 
the Treasury and of the Commissioner of Internal 
Revenue, because of their very detail, are formidable 
documents even for a business man to read and un- 
derstand. Moreover, it is important that the Fed- 
eral taxes should be considered in their proper 
association with the state taxes which are being 
levied simultaneously upon the same income, wealth, 
transactions and taxpayers. The Federal taxes 
yield about forty-five percent of the total annual tax 
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* Address delivered before the Business and Professional Men’s 
Froup at the University of Cincinnati, Cincinnati, Ohio, on February 
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collections in the United States ; out of $12,500,000,000 
currently being collected, $5,500,000,000 go to the 
Federal government, $2,500,000,000 to the state gov- 
ernments and $4,500,000,000 to the local govern- 
ments. Partly because problems of Federal taxation 
seem to have attracted more attention and discus- 
sion than the problem of co-ordinating state and Fed- 
eral fiscal systems; partly because the latter problem 
is basic in considering the virtues of the present 
fiscal systems, or the wisdom of proposals for 
changes, I have been asked to devote most of my 
space to it. 


Traditional Sources of 
Federal Revenues 


URING the period from the Civil War until the 

adoption of the income tax amendment in 1913, 
the states and the Federal government quite suc- 
cessfully avoided overlapping taxes. The need for 
revenue was much less than it is today, for the demand 
for governmental services was less and the state 
and Federal governments could and did satisfy their 
respective requirements, without much resort to 
common types of taxes. To be sure, the aggregate 
of wealth and of income on which the taxes fell was 
the same, but the particular imposts were distinct. 
Federal revenues sprang from three main sources, 
customs duties, liquor taxes, and tobacco taxes. The 
state and local governments depended for their rev- 
enue almost entirely on the general property tax and 
special corporation taxes. During the Civil War, 
and again in the nineties, the Federal government 
resorted to income and inheritance taxes, but in 
neither case was the experiment long-lived. It is not 
surprising therefore that men came to believe, as 
no doubt some still do, that the “proper” exercise 
of the Federal taxing power consisted of the three 
traditional imposts, and that other types of taxes 
were abnormal and indeed undesirable. 

A revolution in this state of affairs began shortly 
before the World War and was brought to fruition 
during the war years and the period since. Agita- 
tion for a Federal income tax led to the adoption 
by Congress in 1909 of a tax on corporations meas- 
ured by their net income, and of a proposed amend- 
ment to the Constitution to permit the taxation of 
all incomes. The amendment was approved by the 
requisite number of states in 1913 and a statute im- 
posing such a tax followed in the same year. The 
War brought not only an enormous development 
in the income tax, but the introduction of the excess 
profits tax, the capital stock tax, an elaborate list of 
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new excise taxes, and the re-adoption of a tax on 
transfers at death, this time in the form of an estate 
tax. These taxes were reduced or repealed after 
the war, but the depression necessitated the restora- 
tion of some, and increases in rates in others. At 
the present time the backbone of the Federal rev- 
enues is made up of the income tax ($2,373,000,000) ; 
the estate and gift taxes ($415,000,000) ; and a great 
variety of excise and stamp taxes on sales of various 
commodities ($506,000,000) ; in addition to the orig- 
inal big three, customs ($447,000,000) ; liquor taxes 
($595,000,000) ; and tobacco taxes ($542,000,000). 
To summarize in another way, out of $5,189,000,000 
of estimated internal revenue collections for the cur- 
rent year, about 45 percent will come from the 
income tax, and about 8 percent from estate and gift 
taxes, the remaining 47 percent will come for the 
most part from many different forms of excise taxes, 
principally taxes on specified sales. 


New Forms of State 
Taxation Evolved 


N THE meantime, the pressure for additional rev- 

enue has similarly led the states and their subdi- 
visions into several new forms of taxation. The 
general property tax remains the chief producer, its 
revenues going for the most part to local subdivi- 
sions. Following the lead of Wisconsin in 1911, 
state income taxes have come into force in some 
thirty states; the gasoline tax has been universally 
adopted; general sales taxes are now in effect in 
twenty-three states; and excise taxes on various com- 
modities, principally tobacco, are widespread. Thus we 
find six types of taxes which are levied both by the Fed- 
eral Government and by twenty-three or more states, 
though in varying forms: estate and inheritance 
taxes; income taxes; gasoline taxes; sales taxes; 
liquor taxes; and tobacco taxes. From this group 
the states derived $1,334,000,000 in 1935. 

From the same group of taxes, the Federal gov- 
ernment will derive approximately $4,321,000,000 
in 1936-37. In other words, somewhat more than 
half the state revenues and nearly three-fourths of 
the Federal revenues are now derived from taxes 
which are levied by both jurisdictions. In addition, 
some of these taxes, notably the gasoline tax, are 
also levied by local subdivisions ; and New York City 
made an abortive attempt to impose an income tax 
and inheritance tax. 


Objections to Inco-ordinated 
Tax Systems 


T MAY be urged that the levy of two taxes by 

two jurisdictions on the same subject is no more 
objectionable than the levy by a single jurisdiction 
of a single tax at the combined rate. The total tax 
burden is the same in both cases. But this proposi- 
tion is only superficially correct. We do not have 
satisfactory statistics on the cost to taxpayers of 
paying taxes, that is, of preparing the original re- 
turn, and such supplemental data as may be re- 
quired; of conferring with examining agents; of 
formulating protests against proposed additional 
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taxes; and of litigating unsettled questions. Never- 
theless, it is evident that these costs are considerable. 
Moreover, they are certainly much greater if the tax- 
payer must submit returns to several administra- 
tions than they would be if he were responsible to 
only one. Finally, the determination of the amounts 
due to several states and to the Federal government 
under different forms of statutory provisions, which 
change with some frequency, is difficult in any case; 
and undoubtedly the cost of the determination nearly 
equals the tax itself in some instances. Similarly, 
the cost to the governments of maintaining duplicate 
and independent administrations must be greater 
than the cost of a single bureau. 


In the second place, either the state or the Federal 
tax is likely to become dominant in the course of 
years, so far as any particular type of impost is 
concerned. The Federal government certainly dom- 
inates the estate tax and gift tax field, and so long 
as the present Federal tax is maintained the states 
can hardly secure large additional revenue from this 
source. Not only is the Federal credit provision a 
strong encouragement to states to keep their rates 
within the relatively low limitations of the credit but 
the levy of the gift tax at much lower rates than the 
estate tax is effective in promoting large inter vivos 
gifts, and thereby preventing the imposition of any 
death taxes at all. Similarly, since the Federal in- 
come tax is relatively low in the middle ranges of 
the surtax brackets, the states have in fact largely 
restricted themselves to income tax rates of a con- 
verse sort, that is, rates which like those of New York 
are graduated rather steeply in the lower ranges, 
but which flatten out in the upper brackets. The 
gasoline tax, on the other hand, is levied at higher 
rates by the states than by the Federal government, 
a tacit recognition of their priorities in this field. 
In all cases, each government must necessarily ad- 
just its impositions somewhat to the existing taxes 
of the others, for the total exaction must not be so 
great as to imperil or to dry up the flow of revenue. 
But this rough adjustment is arrived at, of course, 
tax by tax, without much consideration of the tax 
system as a whole. Each jurisdiction is apt to seize 
upon the readiest instrument for meeting its revenue 
needs, more or less regardless of the use already 
being made by other jurisdictions. It is therefore 
quite likely that some sources are being overtaxed ; 
and that some taxes could be more advantageously 
administered by one jurisdiction alone, and not nec- 
essarily by the jurisdiction which now collects the 
chief revenue therefrom. 


Finally, it is becoming increasingly hard for 
states to formulate their financial programs, with- 
out knowledge of what the Federal government 
will do. 

Another objection to the present inco-ordinated 
system arises out of the constitutional barrier to 
state taxation which is deemed by the Federal courts 
to burden interstate commerce. In the first place, 
it is by no means easy to define what types of taxes 
may validly be used by the states and what taxpay- 
ers may be subjected to them. Again the complete 
absence of any imposition upon some types of trans- 
actions legally interstate in character, while similar 
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transactions legally local in character are taxed, fre- 
quently encourages transactions which are eco- 
nomically undesirable and which would never occur 
but for this discrimination. Thus a sale of an auto- 
mobile by a New York City dealer to a resident of 
the city is now subject to a city sales tax. If the 
purchaser orders the car across the river in New Jersey 
for delivery in New York, it is possible to arrange 
matters so that the sale will not be taxable in either 
place. Similarly, a Delaware corporation may main- 
tain an active branch in Ohio, but so conduct its 
affairs that it is not legally doing a local business 
there, but merely taking orders which are accepted 
or rejected at the home office elsewhere. It has been 
urged that these exemptions can be eliminated by a 
Federal enabling act, increasing the taxing power of 
the states. However, serious difficulties must be 
overcome in the formulation of the grant of power, 
if an undesirable double taxation by independent 
states of companies doing an interstate business is 
to be avoided, with accompanying litigation. Cer- 
tainly some uniform formula for allocating property 
or income to the respective states should be put into 
effect, if it is at all possible; and that result is hard 
to achieve by independent state action. 


Difficulties Encountered in Solution 
of Problems of Co-ordination 


RANTED that some co-ordination of state and 

Federal taxing systems has therefore become 
desirable, the next step is to devise means for elim- 
inating the present conflicts without violence to the 
present structure of government. A brief survey 
indicates difficulties in the way of any of the sug- 
gested solutions. In a Federal system of govern- 
ment, freedom of action by states and the nation 
within their respective spheres, particularly in finan- 
cial matters, is axiomatic. The central government’s 
difficulties under the articles of the confederation, 
when it sought to depend upon requisitions of funds 
from the constituent states, demonstrate the need 
by any sovereignty for an independent power to tax 
if it is to live a life of its own. While a grant to the 
Federal government of the sole power of taxation 
would end the present conflicts, it would also end 
state and local government as we know them now. 
Few citizens would wish to pay that price. 

A more likely suggestion is a separation of 
sources; that is, that the Federal government should 
confine itself to certain agreed forms of taxes, and 
the states, to others. To some degree such a separa- 
tion exists even now. The Federal government has 
not resorted to property taxes, the mainstay of the 
local governments, for many years; and the consti- 
tutional requirement of apportionment according to 
population will prevent it from doing so to any im- 
portant degree in the future. Similarly, the states 
are constitutionally prevented from levying customs 
duties. It is unlikely that either of these limitations 
will be removed. The states are also under impor- 
tant restrictions in taxing corporations engaged in 
interstate commerce, or transactions across state 
lines; and transfers of property deemed by the 
Supreme Court to have a legal situs in another state. 
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A modification of some of these restrictions is cer- 
tainly a possibility, for bills for this purpose have 
been introduced in Congress in past years, one of 
which has been favorably considered by the Senate. 
A further separation of sources is possible, but the 
legal and practical obstacles are serious. The prin- 
cipal conflicts occur in the cases of the lucrative 
taxes. Thus the gasoline tax yielded $589,000,000 
to the states in 1935, and $161,000,000 to the Federal 
government. The Federal government is now ob- 
taining nearly $200,000,000 from this source. In- 
come taxes yielded to the states $240,000,000 in 1930 
and $165,000,000 in 1935; while the Federal govern- 
ment is now collecting $2,373,000,000. Neither the 
state nor the Federal government will be anxious to 
risk the crippling of its resources in hard times, by 
a complete relinquishment of particular productive 
taxes. Moreover, it is not easy to see how the sep- 
aration could legally be accomplished. 

While two business men or economists might be 
able to agree that the Federal government alone 
should tax sales of tobacco, and the states alone, 
sales of gasoline; the states alone tax transfers of 
property at death, and the Federal government tax 
incomes, a similar agreement cannot readily be 
reached between 48 states and the national govern- 
ment. The slow accretion of public sentiment will 
probably lead to some further developments in the 
direction of separation of sources, perhaps concur- 
rently with some shifting of governmental functions 
from the one sovereignty to the other, but the process 
will not be quickly or easily concluded. 


Proposed Solutions of 
Problems of Co-ordination 


WO other solutions of the present conflicts have 

received wide advocacy: (1) the crediting of 
payments of designated state taxes against similar 
Federal taxes, as is now permitted to some extent in 
the case of estate and inheritance taxes ; and (2) Fed- 
eral collection of certain imposts, followed by dis- 
tribution to the states of at least a part of the 
collections. The crediting device has directly 
brought about a considerable degree of uniformity 
in the rates of state inheritance taxes, as it was 
intended to do; and in effect has largely limited the 
total imposition upon any estate to the current Fed- 
eral rates. On the other hand, the crediting arrange- 
ment not only necessitates duplicate returns, duplicate 
examinations and duplicate administrations, but in- 
volves serious practical complications in the final 
determination of the taxes due to the two jurisdic- 
tions in the case of sizeable estates. Although the 
main advantage of the crediting provision over other 
suggested methods of eliminating conflicts is that it 
leaves the state free to determine rates for itself, 
this independence is more apparent than real. Actu- 
ally, the Federal government is established as the 
dominant partner; it really determines the total rate, 
for the amount the states may collect is practically 
pretty well restricted to the credit which the Federal 
government chooses to allow. Finally, the credit- 
ing device is possible only when the taxes imposed 
by the two governments are identical or at least 
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very similar; and it can hardly be fairly employed, 
unless the tax in question is used almost universally 
by the states. The income tax meets the first test, 
but not the second, for important states, such as 
New Jersey and Illinois, do not levy it. Taxes on 
corporations are generally levied by the states; but 
in such a variety of forms that the definition of the 
credit would be extremely difficult. Hence, the 
crediting device, like a further separation of sources, 
can hardly be used to solve the whole problem of 
conflicts, though quite possibly its use can be advan- 
tageously extended somewhat. 

Federal collection and distribution of revenues 
from designated taxes has received distinguished 
advocacy from state tax administrators. Several 
advantages of such an arrangement have an obvious 
appeal to taxpayers as well. Duplicate administra- 
tions would be eliminated along with the concomitant 
harassments of double returns, double examinations, 
and possibly litigation. 


Indeed in the case of corporations doing business 
in several states, one franchise tax return could be 
substituted for the many now required; and the 
corporation’s accounting officers would be relieved 
of the expensive task of allocating capital stock, 
property or income to the various states according 
to the almost completely divergent formulas em- 
ployed by each of them. Difficult legal problems as 
to the jurisdiction of a particular state to levy a tax 
upon transactions across state lines, for example, 
would be eliminated, for the power of the Federal 
government to levy the taxes as to which conflicts 
exist is well established. The present advantage 
which certain interstate businesses and transactions 
enjoy over domestic businesses would be ended, and 
the two would be taxed upon the same footing. By 
the same token, tax bootlegging transactions across 
state lines would be greatly curtailed, and the pres- 
ent state enforcement personnel could be reduced 
correspondingly. Finally, it would be more nearly 
possible to view the nation’s tax system as a whole, 
and to adjust the incidence and the rates of taxation 
with measurable fairness. 


Critics of the plan do not deny these advantages, 
but stress political objections which they regard as 
inherent in our form of government. The centrali- 
zation of taxing power in the Federal government 
arouses serious criticism from those who are anxious 
to preserve to the full the fiscal independence of the 
states, which they deem to be essential to a proper 
performance of their traditional functions. It is urged 
that if the taxpayer’s eyes are focused on Washing- 
ton, his concern for economy in his state will be 
replaced by a desire that his state shall obtain as 
much as possible out of the common fund; and thus 
that governmental waste in the states will outstrip 
any economies in the tax administration itself. 
Similarly, that the present legal disputes over state 
jurisdiction to tax will simply be replaced by politi- 
cal disputes in Congress as to the formulas for allo- 
cating revenues to the various states; and that these 
allocations will not necessarily bear any proper rela- 
tionship to the functions the particular state is per- 
forming, or to its desserts as a revenue-producer. 
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These questions have been receiving thoughtful 
consideration from congressional committees, from 
the Interstate Conference of Legislators, from the 
National Tax Association, and from other students 
of the subject. The President directed the Treasury 
in 1935 “to undertake a study of sources of taxation, 
with particular reference to the matter of conflict 
or overlapping of Federal, State and local taxation”; 
and the President added: “When this study is com- 
plete it should furnish the basis for discussion of 
the problems involved with representatives of the 
states.” 


General Observations 


T IS hazardous to forecast any conclusions in 

advance of the completion of a study of this kind, 
but some general observations are possible. In the 
first place, it is hardly likely that any one of the 
plans I have mentioned—separation of sources, cred- 
iting state against Federal taxes, or Federal collec- 
tion and distribution—will alone be used in the case 
of all the major duplicated taxes. It is more likely 
that some combination of these solutions, perhaps 
with others, will ultimately be found to produce the 
most satisfactory results. It is quite possible that, 
with more prosperous times, the national govern- 
ment or the states can and will voluntarily relinquish 
the imposition of some of the duplicated taxes. 
Again, Congress may conclude for example, to sub- 
stitute Federal collection of gasoline taxes, plus an 
allocation of some or all the proceeds to such states 
as will relinquish their present gasoline taxes, in 
place of direct Federal grants for highway construc- 
tion. The states might thereby be assured of at 
least their present revenue, with less cost to them- 
selves, and with no real loss of governmental or 
fiscal independence. Finally, and most important, a 
general survey of existing state and Federal taxation 
would undoubtedly lead to the elimination both of 
injustices and of evasions which are almost inevit- 
able in forty-nine inco-ordinated systems. 


A fair solution of the whole problem cannot be 
arrived at over night, nor is it likely to spring full- 
grown from the head of even the most thoughtful 
expert. The solution is more likely to be the final 
result of a series of investigations, studies and con- 
ferences by the interested tax administrators, busi- 
ness men, economists and lawyers. 


The Secretary of the Treasury has already indi- 
cated the problem as we see it, and the general ap- 
proach we are making. In an address before the 
Tax Revision Council, he said: 


The basic problem, as I see it, is to be just to the tax- 
payers. . . . Duplicate taxes cause waste, but that is a 
detail. The greater problem is to restore equilibrium in 
the tax structure as a whole, in order, primarily to be fair 
and just. 

es 9% 


The first step, in my opinion, is to make a careful survey 
and analysis of the total tax structure of the country to 
determine just how the burden of our governmental ex- 
penses is now distributed. 


(Continued on page 246.) 





g 
d 
s 
I 
| 
: 










The Place of Business 
Taxation in the Revenue 
Systems of the States’ 


Effective, economic utilization of 
this important tax source discussed 






By ROSCOE ARANT, Ph. D.** 



































ITHIN recent years state legislatures and 
students of taxation have been giving an 
increasing amount of attention to business 





I. Why States Turned to Business as a 
Source of Revenue 


as a source of public revenue. The use of business HE development of business taxation in Amer- 
taxation as a supplement to the property tax dates ica falls roughly within two distinct periods; 
from the early colonial period. Its importance has first, the colonial period, and second, the period 
grown from time to time since then, and especially which began roughly with the panic of 1837. The 
during the last five decades, so that by 1931 fourteen Second period may be conveniently divided into sev- 
states? derived more revenue for state purposes from eral sub-periods, but for purposes of this article such 
business enterprise than they did from the general subdivision is not necessary. Each of these two 
property tax. In fact, for the year 1931, fourteen main periods will be briefly considered. 

states drew over 20 per cent of their tax revenue ’ , 

from business,? and one, California, derived 51.7 The Colonial Period 

per cent of its tax income from that source. During In the formative period of American institutions 
the same year, of the total tax revenue for all of the and even down to the Civil War, wealth was con- 
states combined, 16.5 per cent came from business. sidered the proper index to taxable capacity. Con- 
With the increase in reliance of state governments sequently, throughout that period, and to the present 
upon business as a source of tax income, and with day, the primary basis for apportioning tax liability 
the prospect that this reliance, under the growing has been the value of the taxpayer’s property. This 
pressure for revenue may continue to increase, tax reliance upon property values as an index to taxable 
students are called upon to determine what is the capacity gave rise to inequalities of tax burden, 


chiefly of two kinds—each of which has continued 
to the present day, and the effects of which have 
been accentuated by the industrial development of 
the nation and the increased demands for public 
revenue. 


The first of these inequalities arose between prop- 
erty holders as a class of taxpayers and those indi- 
viduals who, though having taxpaying power, were 
not subject to the property tax because they did not 
own property. When once it was realized that rev- 
enue was derivable from sources other than prop- 


proper place for business taxation in the various rev- 
enue systems, and how this source of public revenue 
may be most effectively and economically utilized. 
The purpose of this paper, therefore, is, first, to show, 
from the standpoint of historical development, why 
states have turned to business enterprise as an im- 
portant source of public revenue; second, why, in 
theory, business should constitute an important 
source of public revenue; third, to examine from 
the standpoint of fiscal yield and burden distribution 





the most important bases now used for distributing erty, the injustice of taxing only property owners 

business tax liability; and fourth, to offer a sugges- and leaving other sources of income untaxed became 

tion for the more effective and economical utilization apparent. The first attempt in America to correct 

of business for purposes of state taxation. this situation was in Colonial New England. This 
* The thesis presented in this paper is being developed more fully in a attempt took the form of a tax upon the earnings 

book which the author is now preparing on business taxation. from business and occupational pursuits. For in- 

Assistant Professor of Economics, Iowa State Teachers College, - 

Cedar Falls, Ia. stance, the general court of New Haven in 1645 con- 
1 California, Connecticut, Delaware, Minnesota, New York, North id d 

Carolina, Ohio, Oklahoma, Pennsylvania, Rhode Island, South Caro- sidere 

lina, Tennessee, and West Virginia. ‘e . 

7p oenia, $17 per cent; Minnesota, 30.4; Connecticut, 28.4 Ohio, how heavy the publique — erew, per of them 
(23 New York, 26.5; Virginia, 25.5; Maryland, 24.6; Oklahoma, have bin expended for the publique safty and about things 

24.1; Tennessee, 23.7; West Virginia, 22.4; Mississippi, 22.0; South F : : . 

Carolina, 21.9; Alabama, 21.4; aa Montana, 20.1. Salsee: Financtal of common public vse, wherein all that live in the planta- 

Statistics of States, 1931. tion have a like benefit in their proportions and yet manny 


191 





















192 





live in the plantation and have manny priviledges in it 
have hitherto borne noe part of these publickque chardges, 
wherevppon it was debated whether or noe in equety such 
should not be rated in some way or other for time to 
come, so as those that have borne the whole burden 
hitherto may be eased; but because it was not ripe for an 
issue, the court referred to... a committee.” ® 

In 1648, a committee of the court advised against 
increasing the burden of taxation on houses and 
property, but that “for tradesmen they thinke some- 
thing should be done that may be equall in way of 
rateing them for their trades.” * The result was a tax 
in 1649 upon a variety of trades and occupations, the 
court explaining that 

“Seeing that labourers and handycraft trades & seamen 
are of divers sorts & conditions, some live more comfort- 
ably, some less, and some follow ther trades more and 
some less, ther time being taken vp more about husbandry 
w’ch payes another way, that therefor a due consideration 
be had, and every man justly rated as neere as the com- 
mittee can judge, and that other men whoe trade in waye 
of merchandizing bee duly rated according to their trades 
and stocks they improve as neere as they can judge.” * 

In addition to the injustice that arose from the 
taxation of property owners while allowing other 
persons of taxpaying ability to go untaxed, there 
was a second source of inequality that arose between 
the property owners themselves, due primarily to 
crudely and arbitrarily administered assessment 
laws. These two sources of inequality had their 
counterparts in the tax problems of last century 
which gave rise to the second major period of busi- 
ness tax development, and those of the present time 
when business is again being turned to with in- 
creased emphasis under the breakdown of the gen- 
eral property tax. 


The Character of the Colonial Business Tax 


The first of the colonial business or occupation 
taxes was imposed by Massachusetts in 1646, when 
the law provided that 
“for all such persons as . . . butchers, bakers, brewers, 
victuallers, smiths, carpenters, taylors, shoemakers, joyners, 
barbers, millers and masons, and all other manual persons 
and artists, such are to be rated for returns and gains 
proportionable unto other men for the produce of their 


estates.” * 

The amounts were to be “determined by a com- 
mon rule of estimate at the best discretion of the 
assessors.”*7 Although this tax was highly inequi- 
table, in that some occupations were selected for 
taxation and others were allowed to go untaxed, and 
also in that the amounts of individual tax liability 
were left to the discretion of the assessors, it served 
as a pattern for the later business and occupation 
tax laws of Massachusetts and those of the other 
New England colonies. Furthermore, except in 
those cases where business taxes were allowed to 
lapse into disuse in the latter part of the eighteenth 
century because of the failure of their improvement 
to keep pace with the social and economic develop- 
ment of the colonies, their form and character re- 
mained much the same as that of the first Massa- 


~ 8 Seligman, Ls > ee A., The Income Taz, 1911, p. 369. 
‘Tbid. p. 370 
5 Ibid. 
6 Tbhid. 
7 Kinsman, D. O., The Income Tax, 1900, p. 2. 
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chusetts tax, until the last colonial occupation tax 
was finally discontinued in Vermont in the second 
quarter of last century. The fact that there was lit- 
tle or no improvement in the assessment of occupa- 
tional activities throughout the colonial period is 
evidenced by a comparison of the citations above to 
the Massachusetts tax of 1646 with the following 
provisions of the Vermont tax which was in force 
from 1797 to 1825. The statutes of this latter period 
provided 
“that all allowed attorneys-at-law in this commonwealth 
shall be set in the annual list for their faculty,—the least 
practitioner fifty pounds, and the others in proportion, 
according to their practice; to be assessed at the discre- 
tion of the listers of the respective towns where such 
attorneys live during their practice as such. All trades- 
men, traders, and artificers shall be rated in the list pro- 
portionable to their gains and returns; in like manner, all 
warehouses, shops, workhouses and mills where the own- 
ers have particular improvement or advantage thereof, 
according to the best judgment and discretion of the 
listers.” *® 

In 1825, minimum and maximum limits were set 
to the amounts chargeable, the limits varying ac- 
cording to the character of the business or occupa- 
tion. Professional men, such as physicians, surgeons, 
and lawyers, were to be listed at not less than ten 
dollars nor more than three hundred dollars; mer- 
chants and traders between fifteen dollars and six 
hundred dollars; manufacturers and mechanics at 
sums not to exceed one hundred dollars “according 
to the discretion of the listers.” ® Mills, stores, dis- 
tilleries, furnaces, etc. were listed at six per cent of 
their value. The Vermont occupation tax of 1825, 
except for a number of changes and amendments, 
continued in force until 1841, when it disappeared 
from the statute books. 


Throughout the period of its existence the colonial 
occupation tax, in principle, had remained practically 
unchanged. In the face of the social and economic 
development of the colonies, and the improve- 
ment in the property tax base, the business tax never 
overcame the arbitrariness and inequalities that 
characterized it from the outset. There was always 
illogical discrimination in the singling out of par- 
ticular businesses to be taxed. There was also in- 
justice in the assessment of individual tax burden. 
Frequently the amounts of the taxpayer’s liability 
were fixed by statute in much the same manner as 
are many of the occupation taxes of today—without 
even any of the crudest attempts to recognize indi- 
vidual differences within the respective businesses or 
occupations. The amounts of the taxes as between 
different kinds of businesses were necessarily arbi- 
trary, and this arbitrariness was accentuated by its 
relative inequalities upon the individual persons or 
firms within any particular occupation. A few at- 
tempts were made to graduate the amounts on the 
basis of the length of time the subject had followed 
his occupation, and New Hampshire graduated “the 
value of ye trades” in 1728 on the basis of population. 
But in the great majority of cases the relative 
amounts for the individual taxpayers were based on 





8 Seligman, op. cit. p. 377. 
® Kinsman, op. cit., p. 10. 
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the “gains and returns” of the subject, and these 
were assessed “according to the best judgment and 
discretion of the listers.” The taxpayer apparently 
was not even asked to make a return on his earnings. 
In describing this method of assessment, Secretary 
of the Treasury Wolcott reported that “In some 
states these taxes are attempted to be proportional 
to the gains and profits of individuals in which case 
they are both arbitrary and unequal; in other states 
the taxes are uniform, in which case they are only 
unequal.” ?° 


With the improvement of the methods and basis 
of property assessment the tax on business and oc- 
cupations was allowed to lapse into disuse because 
the inequities which its fiscal returns relieved were 
more than offset by those that it imposed. The first 
attempt in America to tax individuals in their capac- 
ities as income-producers therefore, finally failed be- 
cause of the inability to find an equitable basis for 
distributing the burden. 


The Nineteenth Century Development 


The second period in the development of business 
taxation had its origins in the panic of 1837 and in 
the industrial development of the middle half of last 
century. The taxation of business in that period 
followed two main lines of development. The first 
was that of the corporation tax, or the tax on incor- 
porated business only. The second line of develop- 
ment was that of the ordinary business license tax 
which had its main setting in the southern states. 
In order to gain a true perspective of the part played 
by the forces struggling for equality in the evolu- 
tionary process of business taxation, it will be neces- 
sary to briefly review each of these two nineteenth 
century movements. 


The Corporation Tax 


The tax on incorporated businesses had its begin- 
ning as a part of the general property tax. It came 
largely as a protest from the ordinary property hold- 
ers against the large exemptions that were accorded 
to corporations, especially turnpike, canal, railroad 
and banking companies. A New York act of 1823 
provided, for example, that “all unincorporated com- 
panies receiving a regular income from the employ- 
ment of their capital should be considered ‘persons’ 
liable to the general property tax.” In practically 
every other state, as in New York, Pennsylvania ap- 
parently being the only exception, corporations were 
subjected either by specific enactment or by tacit 
assumption to the general property tax, and the tax 
was administered by the same methods as those ap- 
plied to individuals. 


The inclusion of corporations within the property 
tax was based on the democratic principle that jus- 
tice in taxation required that all persons should pay 
taxes relative to their respective abilities, and the 
notion that prevailed at that time that such abilities 
existed in proportion to the value of their respective 
property holdings. The attempt was to accomplish 
the same purpose that the colonials attempted to 
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accomplish by the introduction of the tax on occupa- 
tions, viz.; to tax every person in proportion to his 
relative ability. It was in the attempt to give effect 
to this notion of equality that uniformity of rate was 
included in the general property tax. It was 
thought that by applying a uniform rate to all prop- 
erty values that a simple formula would be produced 
which would place all persons on a basis of equality 
in tax matters. 


But with the development of the corporate form 
of business organization, however, the basis for con- 
fidence in the justice of the general property tax 
disappeared for reasons known to all tax students. 
The failure of the property tax to reach all taxable 
capacity, especially as applied to business, has caused 
governments to resort to a variety of devices to off- 
set or to neutralize the opportunities that the corpo- 
rate form of business organization gave to their 
members to either avoid or evade their respective 
shares of the tax burden. These devices have been 
mainly of two kinds: first, either variations of the 
property tax, of which the forms of the capital stock 
and the corporate excess taxes are illustrative; or 
second, some form of earnings tax, as taxes meas- 
ured by dividends or gross or net earnings. 


The variations of these forms of corporation taxes 
are greater in number than there are states that use 
them, because most states use from one to several 
forms of taxation to assess corporate liability. Cor- 
poration taxes are assessed either as a part of the 
property tax, or as income taxes, or as taxation on 
the corporate franchise. Furthermore, the franchise 
usually admits of at least three interpretations—the 
franchise to exist as a corporation, the franchise to 
operate as a corporation, and third, the franchise to 
enjoy a special privilege, as for example, the exclu- 
sive privilege to operate street cars on the city 
streets,—and each of these interpretations is offered 
as justification for a separate assessment. The re- 
sult is a maze of different kinds of taxes, poorly 
planned, inconsistent with any accepted principles 
of tax burden distribution, and all of which make 
absolutely impossible any such thing as fairness, or- 
der, or symmetry in a logically organized tax system. 
Such a chaotic circumstance, although produced in 
large part as political and commercial expedients, 
nevertheless, finds its deeper roots in the multitude of 
various groups of the taxpaying public reacting upon 
one another to unload from their respective selves what 
they believed to be their disproportionate share of 
the tax burden. Evidence of this basic force in tax 
development is found in the historical fact that the 
taxation of corporations has expanded from a begin- 
ning where only a few corporations were taxed until 
the present time when all corporations for profit are 
subjected to some kind of tax,—and the now grow- 
ing conviction that it is unjust to tax incorporated 
businesses more heavily than unincorporated ones. 


The Ordinary Business License Tax 


The ordinary business license tax had its main 
development in the Southern States. It began with 
the panic of 1837. For several years prior to that 
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event many states had engaged in extensive pro- 
grams of internal improvements and speculative ven- 
tures, primarily banking enterprises. When the 
panic broke, most of these undertakings fell through, 
leaving many of the states heavily burdened with 
financial commitments and their tax systems resting 
upon deflated property values. Some of the states 
never paid these obligations. But practically all of 
them, whether they undertook the payment of debts 
growing out of the panic or not, nevertheless found 
themselves hard pressed for revenue. 

At that time, the property tax in most states had 
not become general. It was usually assessed to all 
land and to a limited number of selected or specific 
items of tangible personal property. Furthermore, 
the tax was usually stated in some specific amount, 
as $1.25 per one hundred acres, or 25 cents per head 
of cattle, thus taking no account of relative property 
values. Very few businesses or occupations were 
taxed, and usually those that were, were taxed for 
the purpose of facilitating the enforcement of police 
regulations, as peddlers, or operators of billiard halls 
for example. 

But under the pressure for revenue following the 
panic of 1837, the property owners began to demand 
that instead of selecting particular items of property 
and assessing fixed amounts to them, that all prop- 
erty should be taxed, and also that the tax should 
be at a uniform percentage of the value of such prop- 
erty. And thus, the uniform general property tax 
came into existence under the force of the demand 
for equality of burden. The property owners fur- 
ther demanded that those persons of taxable capacity 
who paid no property tax because they did not own 
property should nevertheless bear their proportion- 
ate share of the burden. The result was an expan- 
sion of the tax base to a few of the more common 
types of occupational and business enterprise. 

The present business license tax systems of the 
Southern States did not appear full grown from the 
beginning, but, as in the case of the modern corpo- 
rations tax, reached their present stage of develop- 
ment only by a gradual process of expansion. Only 
a few selected businesses were taxed at first. But 
from time to time the lists were lengthened as the 
demands for revenue increased until now, when prac- 
tically every form of occupational and business en- 
terprise is taxed. The lists in some states run 
well into the hundreds. In this respect, the same 
kind of process has been taking place in business 
taxation that took place in the property tax. It is 
the process of getting away from the selection of 
particular items of property or of particular lines of 
business for tax purposes and of extending taxation 
to all property or to all forms of business, leaving only 
the exempted ones to be selected. In other words, 
not only was the taxation of property generalized, 
but by a process of expansion the taxation of busi- 
ness has also been in process of generalization. 

Furthermore, not only has pressure from those 
individuals who were selected for taxation in respect 
to their business relationships caused them to take ad- 
vantage of every opportunity to force the extension of 
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the tax to those who were not taxed, but beginning in 
the seventies of last century, greater equality has been 
sought by an attempt to vary the amount of the tax 
according to some index of relative taxable capacity. 
In the absence of a more accurate measure, various 
indices have been resorted to, such as the population 
of the community in which the business was con- 
ducted, the number of employees, the size or capacity 
of the plant, the actual output of the business and a 
number of other indices of similar character. All of 
these were simple, relatively easy to administer, and 
did not require the keeping of accurate records by 
the taxpayer. The resort to such objective indices 
as the above was again in the pursuit of some base 
that would distribute tax burden in proportion to 
relative taxpaying ability. 

Due largely to the intricacies and complexities of 
business in its heterogeneous character, and the 
problems of tax administration attendant thereto, no 
single base that applies equally to all businesses 
alike, comparable to the value of property as a base 
for the property tax has yet been proposed. It was 
only natural that in the drive for equality in taxa- 
tion, the failure to find such a base would end 
in the adoption of every expedient that had the ap- 
pearance of an approximation of the desired result. 
This haphazard growth has produced the bewilder- 
ment and confusion that now pervades the business 
tax systems of every state in the union. 


Conclusion 


States have resorted to the taxation of business 
because property values alone were inadequate to 
serve as a basis for distributing the tax burden equi- 
tably among all persons who possessed taxpaying 
powers; second, the failure to find a base that would 
apply with equality to all kinds of business has re- 
sulted in a multitude of expedients which, while the 
result of the operation of forces that make for equal- 
ity, consistency, and uniformity, has produced an 
anomalous condition in which none of these ele- 
ments is found. In the case of the colonial tax on 
businesses and occupations, the inequities which it 
produced were so great that it was discarded as soon 
as sufficient development had taken place in the 
property tax. At the present time, however, the 
property tax is not experiencing a process of devel- 
opment. It is in a state of decay following a 
complete breakdown. Consequently, although the 
business tax, as presently constituted, is, like the 
colonial business tax, highly arbitrary, inequitable, 
and otherwise unsatisfactory, circumstances will not 
permit its discontinuation as was done in the case of 
its colonial predecessor. If, therefore, business taxa- 
tion is to be considered a permanent phase of mod- 
ern state tax systems, it is highly desirable that it 
be reduced to such principles of tax behavior as will 
promote its fiscal yield, maintain respect for the prin- 
ciples of justice and equity, and at the same time 
introduce a greater degree of consistency and order 
into the tax system. The remainder of this paper 
will be devoted to a statement of those principles. 
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II. Why, in Theory, Business Enterprise 
Should Be Recognized as the Principal 
Source of Tax Income 


rl IS elementary among tax students that there 
] are only two ultimate sources of tax revenue. 
First, the stock of capital within a country, and sec- 
ond, the flow of income originating in the processes 
of production. Ifa people can live only by using up 
its stock of capital, it is wasting its source of income, 
a process that usually indicates a condition of decay. 
In America, we do not believe that the time has come 
when resort must be had to capital consumption to 
pay the expenses of government. Consequently, it 
is not necessary here to discuss that alternative. 
Consideration will therefore be confined to an exam- 
ination of taxation as it relates to income. 


Omitting the capital levy form from consideration, 
taxation, properly regarded, is that part of the social 
income which public policy deems it desirable to 
spend through public agency. This has been the 
conception of tax economists for over a century. Ac- 
cording to Ricardo: 

“Taxes are a portion of the produce of land and labor 
of a country placed at the disposal of the government; 


and are ultimately paid, either from the capital, or from 
the revenue of the country.” ™ 


and Cohn: 


“The sources of taxes, (aside from the using of capital) 
is to be found nowhere else than where the means of satis- 
fying all wants are drawn. : This can only be the result 
of production, which is placed at the disposal of these 
demands in the form of income. It is income, therefore, 
which constitutes the normal source of taxes.” ia 


and H. C. Adams: 


“The revenue of a state must flow from the produce of 
current industry, and insofar as the state permits this 
product to be distributed among producers before it de- 
mands its share (that is, in the case of derivative as dis- 
tinguished from direct revenue) the fund from which this 
revenue is derived must be a net revenue of citizens.” ” 

The sense in which economists use the term in- 
come when they agree that the only source of taxa- 
tion aside from capital levy is in the sense that it 
refers to the income or flow of goods and services 
that accrues to society from its productive activities. 
In short, if business enterprise is considered synony- 
mous in meaning and co-extensive in scope with that 
of productive enterprise, and these terms are inter- 
preted as referring to all forms of production as 
understood in the economic sense, viz., the creation 
of utilities, one is forced to the conclusion that, aside 
from capital, business enterprise is the only ultimate 
source of taxation. It is in this broad sense that 
business is considered in this paper. There are no 
doubt many instances in which it is convenient to 
classify production in a variety of ways, as manufac- 
turing, merchandising, transportation, farming, 
trades, professions, occupations, etc., and there are 
circumstances in which it is conv entional to apply 
the term “business” to certain of the above types of 
activities and not to others. But to restrict the 
meaning of the term “business enterprise” more nar- 

un " Ricardo, Principles of Political Economy, 1819, ch. VIII. 
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rowly than the meaning of production in its broadest 
economic sense, when it is a question of the ultimate 
source of taxation and the equitable distribution of 
tax burden, is artificial, arbitrary, and without eco- 
nomic justification. 


The relationship of production to taxable capacity 
is often obscured by conventional usage, as in the 
case of the property tax for example. Yet every one 
knows that the value of any particular item of prop- 
erty on which property tax liability is allocated is ascer- 
tained only by reference, either directly or indirectly, to 
its productive powers. This is the case whether it is a 
question of farm property, manufacturing, residence, 
or other kinds of property. In the case of corpora- 
tion taxes, capital stock values are ascertained by 
reference to income producing power. The property 
tax, the various corporate franchise taxes, sales taxes, 
the so-called ordinary business license taxes, and per- 
sonal income taxes, are all devices either for tapping 
the various channels through which income flows 
from its origins in the productive processes to the 
various classes of persons among whom it is shared, 
or of reaching it after it is finally received. 


If business enterprise is regarded as synonymous 
with economic production, and it is granted that this 
is the only ultimate source of taxation, then, to tax 
all business activities in proportion to the relative 
amounts of the social income that they respectively 
produce, would be to tax all income at its source. 
To defer taxation to other points at which levy may 
be made is to greatly increase the chances for leaks, 
as by avoidance, evasion, or sheer lossage; it in- 
creases possibilities for inequalities, discriminations, 
etc.; it makes necessary the resort to a multiplicity 
of expedients, produces confusion, and destroys pos- 
sibilities of order and symmetry in the tax systems. 
In short, it produces much of the inequitable and 
chaotic conditions that characterize the tax systems 
of today. If then some means could be devised by 
which the social income could be reached at the 
point of origin, and a division there made between 
the proportion that is to be devoted to expenditure 
through public channels and that proportion which 
is to be retained for private use, many of the causes 
for inequality, confusion and inconsistency in taxa- 
tion would disappear. That the basic trend in taxa- 
tion is toward equality and that this result may be 
achieved in business taxation will be demonstrated 
in the two following sections. 


III. The Principle of Equality in Tax 
Evolution 


ITH the review in Part I of the development 

of business taxation in the United States, we 
are prepared to present what appears to be a basic 
law in tax evolution. Reference has been made to 
the part “equality” has played in the development 
of property and business taxation. But for purposes 
of a more lucid statement of principle, and as an aid 
to establishing a case for the universality of its ap- 
plication, some reference should be made to the evo- 
lution of the Prussian income tax. Its evolution prob- 
ably illustrates more completely than that of any 
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other tax the operation of the forces for equality in 
tax development. It is the case of a poll tax that 
evolved by gradual process, under the relentless de- 
mand for equality, into a modern progressive income 
tax based on the principle of ability to pay. 


The Prussian income tax originated in 1811 as a 
poll tax, in the amount of one-half thaler per year 
collected from all persons over twelve years of age, 
without regard to differences in wealth or social sta- 
tion. In 1820, under pressure for increased revenues, 
and the realization that many persons could not pay 
higher taxes than they were then paying, the poll 
tax was graduated into four rates, each of which was 
assessed to one of four corresponding social classes. 
In the country, the four classes were the large land- 
owners, the small farmers, the peasants and the agri- 
cultural laborers. In the towns, the corresponding 
classes were the large capitalists, the higher middle 
class, the small tradesmen and the day laborers. In 
each group, the lowest class continued to pay the 
original amount of one-half thaler per year. In 1822, 
each of the above classes was divided into three 
sub-classes. This made twelve rates in all, corre- 
sponding to twelve classes in city and country. The 
lowest continued to pay one-half thaler and the high- 
est paid twelve thalers. A further development took 
place in 1851, when a tax was assessed throughout 
the kingdom on all incomes of more than 1,000 tha- 
lers. The payers of this tax were divided into thirty 
classes. In the lowest, the annual rate was 30 
thalers, in the highest, 7,200 thalers. The rates were 
graded with the intention of collecting 3 per cent 
of the minimum income in each class. 


Further refinement was made in 1873 when the 
taxable minimum was set at 420 marks, which ex- 
cluded all those of the lowest class, (those who had 
been paying one-half thaler). Of those with incomes 
in excess of 1,000 thalers, or 3,000 marks, the rates 
were as before, equivalent to 3 per cent of the mini- 
mum income for each class. Incomes up to 700,000 
marks were rated in forty classes and beyond that 
point the tax was increased 1,800 marks for every 
60,000 marks’ increase of income. Although this tax 
was subjected to further refinements from time to 
time since 1873, it had, by that time, definitely taken 
the form of a personal income tax based on relative 
capacity to pay. 


In whatever field of tax development one investi- 
gates, the same kind of equalizing forces appear to 
operate that were found in the development of the 
Prussian income tax. They existed in the evolution 
of the property tax, which in the early days of this 
country, was assessed on only selected or specific 
items of property, and then usually stated in fixed 
amounts, as for example, “each cow 50 cents,” or 
“per bale of cotton $1,” no respect being shown for 
relative values. The lists of selected items of prop- 
erty were gradually lengthened until the laws re- 
quired not only that all property be taxed, but that 
the tax should be in a uniform rate. Still operating 
under the pressure for equality, the general property 
tax was extended to corporations, and persistent at- 
tempts have been made to include within it intangi- 
ble as well as tangible property. It was in response 
to this equalizing force that much of the property 
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tax administrative machinery has been set up within 
the states. 


With the realization that the property tax did not 
reach equally all the taxpaying power came the taxa- 
tion of business. It was this element of inequality 
that caused the colonials to attempt to extend the 
base of their tax systems to business. In the two 
courses of business tax development in the nine- 
teenth century, the corporation tax and the ordinary 
business license tax, (reviewed above), the same 
kind of equalizing forces are discernible. In ordi- 
nary business license taxes for instance, there were 
first the taxes upon a few specific lines of enterprise, 
the assessments of which were usually fixed by stat- 
utes in specific amount, as for example, “security 
brokers $25 per year.” The lists have constantly 
grown until some states now apply a so-called busi- 
ness license tax to almost every business within their 
jurisdiction, and a growing variety of devices are 
being employed to make the rates vary with taxable 
capacity. 


Likewise, with respect to corporation taxes, in the 
beginning only a few types of business were taxed, 
as banks, insurance companies, then railroads, then 
telegraph, telephone and express companies. To 
these were later added other public service corpora- 
tions. Then came the general corporation tax, and 
the organization and entrance taxes in many states 
to apply to all corporations. At the present time 
apparently every state taxes every corporation for 
profit within their respective jurisdictions. With the 
growing realization that the supposed value of the 
corporate privilege upon which has been justified a 
heavier tax burden for corporations than is assessed 
to unincorporated business is an economic fallacy, 
there is a corresponding growing protest against the 
distinction between corporations and unincorporated 
businesses for purposes of taxation. This protest 
has been repeatedly voiced by not only representa- 
tives of incorporated business, but by tax students 
as well, including tax economists, the National Tax 
Association, and some of the more progressive State 
Tax Commissions. In short, the whole modern his- 
tory of tax development, in whatever phase it is 
considered, indicates the persistence of these equal- 
izing forces. 


It must be admitted, however, that the enormous 
amount of inequality, confusion and inconsistency 
that pervades modern tax systems do not offer elo- 
quent testimony in support of the equalizing prin- 
ciple here advanced. But on the other hand, it must 
also be admitted that failure to produce particular 
results does not, in and of itself, disprove the exist- 
ence of certain basic forces that would in the long 
run, tend to produce those results, if only oppor- 
tunity were given to work themselves out. And 
historical evidence does undoubtedly support the ex- 
istence of such equalizing and simplifying tenden- 
cies. By way of illustration, it is as though the 
Mississippi river were to become clogged with debris 
and other obstructions, so that it would be cut off 
from an outlet to the Gulf. In the operation of the 
forces of gravity to draw the waters into the lowest 
levels, they would fill all of the sinks, ditches, chan- 
nels, holes, valleys and other low places at hand, 
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and the result would appear, like the present tax 
systems, a mass of confusion and disorder, with 
little evidence of organizing or controlling forces. 
It would not be discernible by a mere objective ex- 
amination that most of this confused condition was 
caused by the very forces that, were the main chan- 
nels cleared, would soon bring order into the entire 
area. Yet, if such obstructing factors were located 
and removed, that is exactly what would take place. 
Likewise, if the elements that obstruct the natural 
operation of the equalizing forces in taxation were 
located and the channels opened, much progress 
would be achieved toward introducing equality and 
order into the tax systems. 


IV. The Fundamental Business Tax Base 


N order that what is to be proposed here as the 

fundamental base upon which tax burden may be 
equally distributed may be more clearly visualized, 
it will be advantageous to first briefly consider the 
two most commonly used bases upon which business 
earnings are now assessed. These bases are gross 
earnings and net earnings. 


Gross Earnings 


There is no definite agreement as to just what the 
term “gross earnings” includes. Various names, as 
gross earnings, gross income, gross receipts, gross 
sales, gross operating revenue, and other terms are 
used, and the content to which any one of these 
terms refer varies from state to state. In order 
that sufficient definiteness may be achieved for an 
intelligent discussion, the term “gross earnings” will 
be used in this paper, and its reference will be to the 
gross sales as most commonly understood in the ac- 
counts of mercantile and manufacturing concerns. 


Some of the main characteristics that account for 
the wide use of the gross earnings tax are that the 
base is broad, and makes possible a large revenue 
yield at a very low rate of taxation; it is a relatively 
simple concept, and the amount can be ascertained 
without great difficulty from an examination of the 
accounting records of business concerns; and it also 
serves as a rough measure of the relative shares of 
each concern with respect to size or character of 
organization, in the business transactions of the 
state, and therefore does offer some semblance of 
proportionality. 


The gross earnings tax by nature, however, makes 
impossible the application of the principle of equal- 
ity, except in the sense that, where the amount of 
gross earnings is ascertainable, it is possible to take 
the same percentage from the gross earnings of 
every business concern. But it is in this very possi- 
bility that its grossest inequalities lie. 


First, the use of gross earnings as a base for busi- 
ness taxation results in tax pyramiding. In the pro- 
duction and distribution of bread for instance, a 2 
per cent gross earnings tax would result in a 2 per 
cent tax on the value of the flour sold by the miller 
to the baker, a further tax of 2 per cent on the value 
of the bread sold by the baker to the grocer, and a 
final tax of 2 per cent on the value of bread sold by 
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the grocer to the consumer,—or a pyramiding of the 
tax on the original value of the wheat three times. 
The number of times the tax is pyramided would 
depend, of course, on the number of transactions 
involved in getting the product into the hands of 
its final consumer. This pyramiding process leads 
to discrimination in favor of the large integrated 
concerns that engage in a number of steps in 
production, and against the small or specialized 
ones that confine their operations to only a few steps 
in the process. For example, a large concern that 
grew its own wheat, milled its own flour, baked its 
bread, and sold its final product directly to the con- 
sumer would be required to pay the tax only once. 
The result is a tendency to force small or specialized 
concerns to consolidate into highly integrated ones, 
and thus discourage specialization and competition. 


Second, gross earnings taxes are inequitable be- 
cause of differences in rates of turnover. A retail 
grocery store, for example, with a relatively small 
margin of profit and high rate of turnover would 
have a large aggregate of gross sales and therefore 
be discriminated against in favor of the jewelry store 


with a wide margin of profit and relatively a slow 
turnover. 


Attempts have been made to offset the problems 
of pyramiding, and of differences in rate of turnover, 
and differences in degrees of integration, by classi- 
fying the various kinds of businesses, and subjecting 
them to differentiated rates. For example, the gross 
earnings tax systems of West Virginia, Georgia, 
Louisiana and New Mexico. No system has yet 
been devised, however, that appears to accomplish 
the purpose satisfactorily. The individual concerns 
within any particular industry present such wide 
variations in the factors which must be considered 
as to preclude equitable administration, and when 
account is taken of differences between concerns 
within different lines of industry the problem be- 
comes one of hopeless complexity. 


Third, one of the more serious objections to the 
gross earnings tax is the difficulty of tracing its inci- 
dence. It is almost impossible to know where it ulti- 
mately rests. About the only things one can be 
reasonably sure of in speculating on its incidence is 
that the chances are that it will be passed on to the 
consumers in the form of higher prices, and that in 
whatever proportion they fall on consumers, they 
will in no way conform to relative capacity to bear 
tax burden. 


Net Earnings 


Taxation based on the net earnings of business 
has been adopted in varying degrees in practically 
all states. It has been recommended by economists 
as less undesirable than the tax based on gross earn- 
ings. It was the base proposed by the Committee 
of the National Tax Association for a Model Plan 
for State and Local Taxation. Certain advantages 
commend it especially to business concerns. It taxes 
only those concerns that show a business or entre- 
preneurial profit. It is light on new concerns at a 
time when they are just getting started, and it re- 
duces the tax burden of all business during depres- 
sion periods when net profits are low. 
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On the other hand, the inequalities and discrimina- 
tions which it fosters are great. First and most 
important of all is that it fails as a source of reve- 
nue in periods of falling profits, and these are usually 
most severe in times of greatest public need, as in 
periods of business depression, for example. Sec- 
ond, lack of adequate record keeping by many firms 
makes it inapplicable to small and large firms alike. 
This factor makes it difficult to levy on all firms 
with equal economy and effectiveness. Third, it 
penalizes concerns which show a net profit as op- 
posed to those that do not, and therefore encourages 
fraud in the form of fictitious expenses. Fourth, all 
business activity tends to increase the operating 
costs of government; and to require a tax on all 
business enterprises, irrespective of whether or not 
they make a profit, is only to require them to pay 
their cost of operation. Fifth, its main defense, the 
“ability to pay” argument rests on a fallacy in tax 
reasoning. The ability to pay theory when used to 
justify progressive tax rates, applies only to natural 
persons, and does not apply to business per se. It 
is elementary among economists that when taxes 
are imposed on business, in such a manner as to con- 
form to the so-called “ability of the business to pay,” 
the tendency is often to vitiate the equalizing effect 
of taxes levied according to personal ability.” 


Casual consideration alone is sufficient to demon- 
strate that neither taxes distributed on the basis of 
gross earnings nor those on the basis of net earn- 
ings conform in any of their essential elements to 
the basic principles of equality. Their inadequacies 
are recognized by all tax students. Economists and 
administrators recommend them, however, giving 
preference to the net earnings tax, because, as yet, 
no more satisfactory base has been suggested. 
Consequently, it appears that if the limitations of the 
gross or net earnings tax are not to obstruct further 
development in equalizing business tax burden, a 
base must be found whose limitations are sufficiently 
remote to permit further progress. Professor Bueh- 
ler, in a recent article on “The Taxation of Business 
Enterprise,” in a section calling attention to “The 
Need for a New Theory,” in indicating standards to 
which a new base should measure, proposed that— 


“Equitable business taxes, as revenue devices, must be 
collected with the purpose of distributing the expenses of 
government with the least possible alteration of the funda- 
mental conditions of business. The enterprises which are 
most efficient before the taxes are imposed should remain 
as the most efficient after they are collected. The burdens 
of business taxes should be divided so evenly that com- 
petitors in the same business as well as in competing in- 
dustries will be left in the same relative position.” ® 





14 Suppose for example, that of companies A and B, company A were 
owned by two persons equally interested, and that neither of them 
had incomes other than that received from company A. Company B, 
on the other hand, is owned by only one person, and he enjoys a large 
income, possibly $100,000 per year other than that received from com- 
pany B. Assume that company A pays a net profit of $5,000 and 
that company B pays no net profit. he partners in company A, with 
an income each of only $2,500 would be exempt under the personal 
income tax, while the owner of company B would pay a large income 
tax on account of his income from other sources. If both businesses, 
A and B, were subject to a ten per cent net earnings tax, the owner 
of company B would pay no tax with respect to his business, while 
the partners in Company A would each have to pay $250 with respect 
to their business, thus vitiating the consideration that they had re- 
ceived under the personal income tax. 


% Buehler, A. T., The Annals of the American Academy, January, 
1936, p. 98. 
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It appears that a base that would meet the above 
requirement exists in the “net value-product,” the 
proposal which is made in this study as conforming 


both to principles of equality and to requirements of 
fiscal adequacy. 


The Net Value-Product 


The net value-product as used in this study is “net 
earnings” clothed with its economic rather than its 
accounting meaning. It refers to the net product, or 
the net earnings of the business as a complete unit, 
rather than to only the net earnings that are available 
for the stockholders. It should be noted that it is 
in the sense that the term “net value-product” is 
used here that economists from the days of the clas- 
sicists have used the term “net earnings” or “net 
income,” except as it has acquired new connotations 
with modern industrial development, as will be con- 
sidered below. In its essence, it refers to the flow 
of goods and services that comes to society through 
its productive processes, deductions being made 
only for the social costs involved, such as raw ma- 
terials consumed in the production of finished goods. 


From the time of Ricardo the term “net income” 
of any business referred to that proportion of the 
social net income produced by any given individual 
or individual concern. According to the true eco- 
nomic conception for purposes of taxation, each busi- 
ness should be regarded as a social unit and the 
differences between the costs represented in mate- 
rials used or consumed and the income received from 
the sale of the final product would represent the 
value of the net product of each respective concern. 
A summation of the net products of every business, 
or producing unit within the state would be identical 
with total net social product of the state. 


With the economic development of the nation, and 
with the advent of the corporate form of business 
organization and modern accounting methods, ac- 
counts being kept from the point of view of the own- 
ers’ incomes, the concept of the net earnings of a 
business, as a flow of income to that business as a 
unit in society, consisting of workers, capitalists and 
landowners gave way to the concept of net earnings 
accruing only to the stockholders. The deductible 
outlays from the gross sales to produce the net be- 
came the total stockholder’s expenses, including 
wages, rents, and interest on loans, rather than only 
social costs, as raw materials and materials con- 
sumed. Net earnings came to refer only to the 
stockholder’s net, rather than to the net to the en- 
tire unit composed of workers, landowners and all 
capitalists, including bondholders as well as stock- 
holders. 

The basing of business taxation on the account- 
ant’s or stockholder’s conceptions of net income has 
therefore evidently been due to a subtly developed 
misconception of the true nature of business net in- 
come. It has placed the onus of the business tax 
burden that could not be shifted elsewhere, (and the 
net. income tax, in theory, is not shiftable), on the 
stockholder. It has left receivers of income in the 
forms of rents and wages untaxed, in so far as busi- 
ness income as such was concerned. Among the 
results have been all of the inequities of the tax 
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based on only entrepreneurial net income, the neces- 
sity of continuing taxes on business property to 
reach the income of the landowner, special taxation 
to reach the bondholder, and still other taxation, as 
poll taxes, consumption taxes, personal income taxes 
to reach the income of workers, all of which have 
contributed to the multiplicity of tax laws, in the 


inequitable and confusing relationships that they 
now found. 


In order to correct the situation it appears neces- 
sary to revert to the true economic concept of net 
income, in its broader sense. Professor T. S. Adams, 
in 1917, in an address before the National Tax As- 
sociation proposed that in business taxation govern- 
ment should “insist strictly upon the taxation of 
salaries, rentals, and interest at source,” and in 1921, 
in discussing ways and means of introducing sim- 
plicity and equality into taxation outlined the gen- 
eral base for the net value-product tax: 


“In the case of producers and sellers of ‘goods, wares 
and merchandise’ further simplicity could be achieved if 
desired, by giving the tax the form of a sales tax with 
a credit or refund for taxes paid by the producer or dealer 
(as purchaser) on goods bought for resale or for necessary 
use in the production of goods for sale. It will be noted 
that the proposed tax on ‘approximate net income’ avoids 
the strongest arguments against the turnover or sales tax, 
namely that it would be pyramided, create a grossly unfair 
competition between synthesized industries, and exempt 
those occupations or transactions such as banking, pro- 
fessional services and the like in which the profit or gain 
does not arise from a ‘sale’ The worst features of the 
turnover tax arise from its application to ‘cost of sales,’ 
which would of course be subtracted or eliminated under 
the proposal here made.” * 


Evidently taking advantage of Professor Adams’ 
suggestion, J. F. Zoller, tax attorney for the General 
Electric Company, presented the same idea to the 
National Tax Association in 1929, although he called 
it a “production tax.” 


“The production base should be a gross sales base less 
the cost of the material and supplies entering into the 
manufacturing of the product, the sale of which is subject 
to the production taxes.” ” 


“We believe if you take the gross sales and deduct from 
that the cost of materials and supplies that go into those 
sales, you will have a base that will apply to all taxpayers 
in a class, you will reduce your pyramiding to a minimum, 
you get away from the net income, which can be evaded 
and which only results in a tax upon those whose reports 
show a profit.” ® 


Again, in 1932, the Brookings Institute, in its re- 
port on “Taxation of the State Government of Ala- 
bama,” referring to the proposals of Professor Adams 
and Mr. Zoller, make a like suggestion for tax reform 


in Alabama. The Institute suggested the “net value 
product tax.” 


“Net value product overcomes many of the most serious 
difficulties involved in gross sales when used as the base 
of business taxation. It eliminates the pyramiding of the 
tax. It makes allowances for differences in the rates of 
inventory turnover. It is at the same time easily deter- 
mined, since even the most rudimentary accounting sys- 
tem will provide the data of purchases as well as of sales. 
It has the added advantage of providing at least a rough 

* Adams, T. S., Q. J. E., Vol. 35, 1921, p. 553. 
sn Fepeeetings, m. T. A., 1929, p.. 105. 
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This proposal was also endorsed by members of the New 
e Tax Commission who had recommended it to the New 
slature as a measure of tax reform in that state. 
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check on the tax returns, since the purchases allowed as 
deductions on certain returns may be checked against 
the gross sales of other concerns. 


On the other hand net value product overcomes many 
of the disadvantages of net income. It eliminates the 
allowances for depreciation, obsolescence, and depletion. 
It is simpler to compute than net income. While it might 
be more variable than gross sales, it would not be as 
variable as net income. Consequently, it would provide 
a reasonably stable revenue base for a state tax.” ® 


The net value-product is not only a business tax 
per se, but it is a tax that, in theory, reaches every 
portion of the social income at the point of produc- 
tion, and is paid by each individual concern in pro- 
portion to its contribution to the social net product. 
In fact, it would not only take the same proportion- 
ate amount of the value of the net product of each 
concern, but in the adjustment of wage, rent and 
interest rates, each individual employee, landowner 
and owner of capital would tend to suffer the same 
relative diminution from his marginal product. The 
burden of business taxation would be distributed to 
every individual engaged in production in proportion 
to his part in the social income. Competitive and 
other factors remaining the same, there is no reason 
to assume that there would be any alteration in the 
fundamental relationships of business. The burdens 
of business taxes would tend to be divided evenly, 
so that, after adjustments were made, competitors 
in the same business as well as those in different 
industries, and even their individual employees and 
other receivers of business income would be left in 
their same relative positions. Apparently it is 
through this base that may be realized the equilib- 
rium in burden distribution toward which the prin- 


ciples of equality in tax development have been 
focused. 


V. Conclusion 


1. Since business enterprise is the source of all 
social income, and taxes are the proportion of that 
income which is set aside for public spending, busi- 
ness is the logical point to which the state should 
go for its taxes. Business taxation per se, should be 
so developed that it could, in practice, form the 
nucleus of state revenue systems. 


2. Both history and theory disclose the operation 


of forces tending to the equalization of the general 
tax burden. 


3. These forces appear to be focused on the net 
product of industry, considered in its broadest as- 
pects. In theory, it would place every producing 
enterprise on the same basis,—incorporated and un- 
incorporated businesses alike, and, apparently, it 
would be applicable in the same ratio to all lines of 
business enterprise, as manufacturing, merchandis- 
ing, professions, service occupations, etc. 


4. Business organizations as such, not being able 
to shift the net value-product tax to consumers, 
would recoup the tax by passing it on as a deduction 
from the payments of wages, interest and rents. 

(Continued on page 242) 


19 Brookings Institute: Report on “Taxation of the State Government 
of Alabama,” 1932, p. 339. 
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HERE appears to be an intensive drive to 
| collect taxes under Section 102 of the Revenue 
Act of 19341 and the corresponding sections 
of prior Acts.2. The surpluses of most corporations 
are being scrutinized to determine whether or not 
there has been any improper accumulation. Where 
the surplus is large and there is a possibility of as- 
sertion of liability for improper accumulation, the 
Government examining officer must gather and re- 
port all the salient data. He will usually furnish 
the taxpayer with a copy of this report should he 
recommend assertion of this liability and the agent- 
in-charge approve his recommendation. The data 
gathered for the purpose of determining this liability 
seems to be the following: 


1. A detailed history of the taxpayer from the 
date of its incorporation, tracing all changes 
in capital structure. 


1Sec. 102. (a) Imposition of Tax.—There shall be levied, collected, 
and paid for each taxable year upon the adjusted net income of every 
corporation (other than a personal holding company as defined in sec- 
tion 351) if such corporation, however created or organized, is formed 
or availed of for the purpose of preventing the imposition of the surtax 
upon its shareholders or the shareholders of any other corporation 
through the medium of permitting gains and profits to accumulate 
instead of being divided or distributed, a surtax equal to the sum of 
the following: 


(1) 25 per centum of the amount of the adjusted net income 
not in excess of $100,000, plus 


(2) 35 per centum of the amount of the adjusted net income 
in excess of $100,000. 


(b) Prima Facie Evidence.—The fact that any corporation is a mere 
holding or investment company, or that the gains or profits are per- 
mitted to accumulate beyond the reasonable needs a the business, 
shall be prima facie evidence of a purpose to avoid surtax. 


(c) Definition of “Adjusted Net Income.’’—As used in this section, 
the term “adjusted net income’’ means the net income computed with- 
out the allowance of the dividend deduction otherwise allowable, but 
diminished by the amount of dividends paid during the taxable year. 


(d) Payment of Surtax on Pro Rata Shares.—The tax imposed by 
this section shall not apply if all the shareholders of the corporation 
include (at the time of filing their returns) in their gross income 
their entire pro rata shares, whether distributed or not, of the ‘‘ad- 
justed net income” of the corporation for such year. Any amount so 
included in the gross income of a shareholder shall be treated as a 
dividend received. Any subsequent distribution made by the corpo- 
ration out of earnings or profits for such taxable year shall, if dis- 
tributed to any shareholder who has so included in his gross income 


his pro rata share, be exempt from tax in the amount of the share 
so included. 


(e) Tax on Personal Holding Companies.—For surtax on personal 
holding companies, see section 351. 


2Sec. 104, Revenue Acts of 1928 and 1932; Sec. 220, Revenue Acts 


of 1918, 1921, 1924 and 1926; Sec. 3, Revenue Acts of 1916 and 1917; 
Sec. A, subsection 2, Revenue Act of 1913. 
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2. The purposes for which the taxpayer was 
formed and the extent to which operations 
conform and conflict therewith. 


3. Names and addresses of all stockholders, 
indicating whether or not any has reported 
undivided earnings of the corporation as 
dividends in his income tax return, noting 
all loans by the taxpayer to any stockholders, 
and indicating the surtax that would have 
resulted had the surplus been distributed. 


4. A minute analysis of surplus for the year 
under review and for a number of years 
prior thereto, stressing tax-free earnings to- 
gether with relevant comparative balance 
sheets. 


5. All other facts which may tend to support 
the prima facie presumptions created by 
statute (see footnote 1), or the condemned 
purpose of organization and/or accumula- 
tion of earnings and profits. 


The taxpayer may protest the assertion of this 
liability as in the case of any other proposed defi- 
ciency in tax. It seems desirable, therefore, to re- 
view the attitude of the Courts and the Board of 
Tax Appeals. Our search reveals that all the cases 
on the subject arranged chronologically * are: 


1. United Business Corp. of America v. Commissioner, 19 
B. T. A. 809, decided April 30, 1930, aff'd 62 Fed. 
(2d) 754; Cert. den. October 9, 1933; 
United States v. R. C. Tway Coal Sales Company, 3 
Fed. Supp. 668, decided January 7, 1933, aff’d 75 
Fed. (2d) 236; decided February 7, 1935; 
3. Williams Investment Company v. United States, 3 Fed 
Supp. 225, decided April 10, 1933; 

4. Keck Investment Company v. Commissioner, 29 B. T. A. 
143, decided October 24, 1933, aff’d 77 Fed. (2d) 
244; Cert. den. 56 S. Ct. 156; 


N 


5. Wm. C. DeMille Productions, Inc. v. Commissioner, 30 
B. T. A. 826, decided May 31, 1934; 

6. Cecil B. DeMille, et al., v. Commissioner, 31 B. T. A 
1161; decided January 31, 1935; on appeal, C. C. A.-9; 

7. Fisher & Fisher, Inc. v. Commissioner, 32 B. T. A. 211, 
decided March 12, 1935, aff’d per curiam C. C. A.-2, 


July 6, 1936; 


3 Search concluded March 3, 1937. 
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8. Irvington Investment Co. v. Commissioner, 32 B. T. A. 
1165, decided August 8, 1935; 

9. United Business Corp. of America v. Commissioner, 33 
B. T. A. 83, decided September 25, 1935; 

10. A. D. Saenger, Inc. v. Commissioner, 33 B. T. A. 135, 
decided September 30, 1935; aff’d 84 Fed. (2d) 23; 
Cert. den. Oct. 12, 1936; 57 Sup. Ct. 42; 


11. Edward G. Swartz, Inc. v. Commissioner, 33 B. T. A. 355, 
decided October 31, 1935; 


2. R. & L. Inc. v. Commissioner, 33 B. T. A. 857, decided 
December 31, 1935, aff’d 84 Fed. (2d) 721; Cert. den. 
Nov. 9, 1936; 57 Sup. Ct. 116; 


13. Ethel H. Gardiner v. Welch, Dist. Ct. S. D. of Cal., 


1936 C. C. H. $9198, decided February 13, 1936; 
14. Sauk Investment Co. v. Commissioner, 


34 B. T. A. 732, decided July 1, 
1936; 


15. Rands, Incorporated, v. Commissioner, 
34 B. T. A. 1094, decided October 
15, 1936; 

16. Almours Securities, Inc. v. Commis- 
sioners, 35 B. T. A. 61, decided No- 
vember 13, 1936; on appeal, CCA-5; 

17. National Grocery Company v Com- 
missioner, 35 B. T. A—, C. C. H. 
decision #9533, decided Decem- 
ber 9, 1936, on appeal C. C. A.-3. 

The cases number seventeen; of 
which twelve (Nos. 1, 3, 4, 5, 9, 10, 
11, 12, 13, 15, 16, 17) were decided 
in favor of the Government, and 
five (Nos. 2, 6, 7, 8, 14) in favor of 
the taxpayer. Of the seventeen, 
fifteen classify as cases in each of 
which a large portion of the corpo- 
ration’s assets had been conveyed 
to it at the time of its formation, 
or a short time thereafter, or it was 
a mere holding company. Of this 
group of fifteen, eleven were de- 
cided in favor of the Government 
and four in favor of the taxpayer. 
Two of the cases (Nos. 2 and 17) in- 
volve corporations which were engaged in a mercantile 
or industrial activity. In one (No. 2) the decision 
favored the taxpayer both in the District Court and 
in the Circuit Court of Appeals; in the other (No. 17) 
the decision of the Board favored the Government. 

An examination of these cases reveals that the 
Commissioner has been very careful in the cases 
selected for trial. He seems to have chosen only 
situations which are flagrant on their face. His 
great success appears in the _ personal-holding- 
company type of case wherein he has succeeded in 
eleven out of fifteen starts. In the cases begun 
against corporations engaged in a mercantile or in- 
dustrial activity, the first start (No. 2) favored the 
taxpayer in both the District Court and the Circuit 
Court of Appeals; the second start (No. 17) went to 
the Government on a majority of one vote, the Board 
dividing eight for and seven against. 

The problem in each case was to determine 
whether or not the corporation under review was 
formed or availed of for the purpose of preventing 
the imposition of the surtax upon its shareholders or 
the shareholders of any other corporation through 
the medium of permitting gains and profits to accu- 
mulate instead of being divided or distributed. As 
stated by the Board of Tax Appeals in the Appeal 
of Cecil B. DeMille, 31 B. T. A. 1161, at pages 1174- 
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1175, the taxes under Section 102 “ * * * are not im- 
posed because of effects; avoidance per se is not 
prohibited. It is the purpose, the intention motivating 
a course of conduct, which is made controlling by the 
very words of the statute. Unless the purpose was to 
prevent the imposition of surtaxes, the tax may not be 
imposed. * * *”, The rule of law as here stated 
appears in one form or another in practically every 
case considering our problem. And the cases, and 
the most recent Regulations (Regulations 86) do 
not conflict. 

The fact that dividends were not 
declared does not establish the pro- 
hibited purpose. The failure to de- 
clare every cent of surplus has the 
effect of preventing the imposition 
of surtax on some stockholders. If 
this were the test, every corpora- 
tion in the land having a surplus 
would be subject to tax under Sec- 
tion 102 of the Revenue Act of 1934 
and kindred sections. But this re- 
sult was not intended. As stated in 
Article 102-3 of Regulations 86 
“*k * * Tt is not intended, however, 
to prevent reasonable accumulations 
of surplus for the needs of the busi- 
ness if the purpose is not to prevent 
the imposition of the surtax. * * *” 
However, “purpose” is a frame of 
mind and the Commissioner could 
rarely, if ever, establish a case 
against a taxpayer unless he was 
aided by some presumption. The 
presumptions are two: One, the 
fact that any corporation is a mere 
holding or investment company, and 
Two, the fact that gains or profits 
are permitted to accumulate beyond 
the reasonable needs of the business. The existence 
of either of the presumptions is declared by statutes 
to be prima facie evidence of the purpose to avoid 
surtax. 

Each case must be bottomed on its own facts as 
no two cases are exactly alike. However, analysis 
of the decisions is helpful as it reveals the type of 
evidence which has been held to disclose the con- 
demned purpose, and gives a yardstick by which to 
measure other situations. We shall, therefore, pre- 


sent the Court’s reasoning in a few of the leading 
decisions. 


(1) United Business Corp. of America v. Com- 
missioner, 19 B. T. A. 809. 


The appeal of the United Business Corporation of 
America is the first and leading case on the subject. 
It is a personal-holding-company type of case and 
starts out, after quoting Section 220 of the Revenue 
Acts of 1918 and 1921, with this admonition: (p. 826) 

“While the plain intent of such a statute must be given 


full effect, it should be strictly construed and should not be 
extended to cover cases which do not fall within its letter.” 


The Court then reasons in part as follows: (p. 828- 
830) 


a ae think the ultimate question presented in the 
mstant proceeding is whether this purpose existed. 
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“Although the statute provides that certain facts shall 
be prima facie evidence of the purpose, the same purpose 
may appear from other facts. In the instant case the 
purpose to use the corporation to prevent the imposition 
of surtax upon its stockholder appears from the character 
of the transactions between it and its stockholder. 


“The corporation was organized (on April 1, 1920) for 
the purpose of operating the two office buildings in Seattle. 
Had it confined its activities to the operation of these 
buildings, declaring no dividend during the years 1920 and 
1921, but permitting the surplus income to be accumulated, 
it would seem clear that upon the record made before us 
with respect to real estate conditions in Seattle affecting 
these buildings, the corporation would not have fallen 
within the provisions of section 220. But we find that in 
1920 the sole stockholder of the corporation transferred to 
it shares of stock having a value of approximately $450,000 
and in 1921 transferred other shares having a value of over 
$400,000. The dividends upon this stock were taxable to 
Smith so long as he continued to hold them, but were not 
taxable when received by the corporation. Instead of divi- 
dends of some $80,000 which Smith reported in 1919 before 
the transfer was made, we find him reporting some $3,500 
as dividends in 1921. Clearly the effect was to reduce the 
amount of income upon which Smith was subject to sur- 
tax. It is urged that these securities were transferred to 
the corporation in order to improve its financial condition 
and increase the salability of its capital stock, but in the 
face of this argument we find that at the close of 1920 Smith 
had borrowed from the corporation some $236,000 and that at 
the close of 1921 his borrowings totaled some $600,000. Nor 
is this all. In order to provide funds to make these loans the 
corporation was obligated on notes payable at the close of 1920 
in the amount of $165,000 and at the close of 1921 in the amount 
of $456,000. There were similar manipulations of the funds 
of the corporation in subsequent years. These were not trans- 
actions designed to build up the corporation, but were per- 
fectly designed for the purpose of evading surtax upon the 
income from the stocks transferred to the corporation 
while at the same time permitting the sole stockholder to 
enjoy the use of such income and substantial parts of the 
principal. The manner in which the corporate funds were 
handled seems to us to establish that, for the year 1921, 
the corporation was availed of for the purpose of prevent- 
ing the imposition of surtax upon its stockholder through 
the medium of permitting its gains and profits to accumu- 
late. We shall hereafter state the reasons which lead us 
to a different conclusion as to the year 1920. 

* * . * * 


“The record discloses that on May 1, 1920, Smith turned 
over to the corporation for its stock, stock of the Syracuse 
Trust Company having a value of $254,000; that on Decem- 
ber 20, 1920, there was a like transaction in which the cor- 
poration acquired stock of the Great Lakes Steamship 
Company valued at $159,075. The dividends paid to the 
corporation upon this stock during 1920 appear to have 
been some $8,040. In view of the fact that the corporation 
had outstanding a mortgage of $700,000, there is some basis 
for the argument of petitioners that the transfer of these 
securities served a purpose other than merely to permit 
Smith to avoid surtax upon the dividends. Considering 
also the comparatively small amount of dividends upon 
which tax was thus avoided, and the penal nature of the 
tax imposed by section 220, we are of the opinion that 
there is sufficient doubt respecting the purpose of the 1920 
transactions to require us to resolve that doubt against the 
imposition of the tax for that year under section 220. As 
we have pointed out above, however, no such doubt remains 
with respect to the purposes of the transactions which took 
place in 1921.” (Italics supplied.) 


Summarizing, this is a situation where all the 
assets (including much dividend paying stock) had 
been conveyed to the corporation at the time of its 
formation and shortly thereafter by the principal 
stockholder, and the company was little more than 
a mere holding company. The vast loans to the 
sole stockholder and the large borrowings of the 
corporation to make this lending possible is a vital 
factor. These, as the Board said, were not designed 
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to build up the corporation, but were perfectly de- 
signed for the purpose of evading surtax upon in- 
come from the stock transferred to the corporation, 
at the same time permitting the sole stockholder to 
enjoy the use of such income and substantial parts 
of the principal. And, on this basis the Circuit 


Court of Appeals of the Second Circuit sustained 
the Board. 


(6) Cecil B. DeMille et al. v. Commissioner, 31 
B. T. A. 1161. 


The first of the personal-holding-company type 
of case to favor the taxpayer is that of Cecil B. De- 
Mille Productions, Inc. v. Commissioner. The Board 
held that it was not a mere holding company. Its 
tremendous growth in surplus from $300,000 to 
$1,600,000 was justified because of the contingent 
possibility of having to produce pictures independ- 
ently instead of under contract requiring the other 
party to pay all expenses. In arriving at this con- 
clusion, the Board states (p. 1176): 


“Because of divergence of facts—and each case involving 
this issue must bottom on its own facts—the prior deci- 
sions cited give little support to respondent’s determination. 
In some of the cases, the principal shareholders transferred 
to the corporations substantial amounts of income- 
producing properties, permitting the corporations there- 
after to receive and accumulate those revenues, and thus 
immediately reducing their individual incomes and the taxes 
thereon. Not so here. Neither Cecil nor Constance 
DeMille stripped themselves of assets. On the contrary, 
each owned substantial properties beyond their stock of 
petitioner, and each individually received the income 
therefrom. 

“In other cases, the controlling stockholders enjoyed the 
profits of the corporations by means of large loans to 
themselves, which they did not repay. Again, not so here. 
Constance DeMille borrowed nothing from petitioner; Cecil 
ran a small open account which in 1927 was overpaid, and 
in addition borrowed on note. His initial indebtedness to 
the company was discharged by the transfer of real estate. 
In 1924, the company owed DeMille a net amount of $40,000. 
In 1925, Cecil owed it $10,000. The largest loan made him 
was in 1926—$90,000 at one time, and in the same year 
about $13,000 more. By the end of the next year he had 
repaid $48,000; in 1928 he repaid about $40,000 more, and 
in the next year petitioner owed him about $72,000.” 


(2) United States v. R. C. Tway Coal Sales 
Company, 3 Fed. Supp. 668. 


We now come to the two cases involving corpora- 
tions engaged in mercantile or industrial activity. 
United States v. R. C. Tway Coal Sales Company, su- 
pra, and National Grocery -v. Commissioner, infra. 
That of R. C. Tway Coal Sales Company v. United 
States, was decided by the District Court on January 7, 
1933, and affirmed by the Circuit Court of Appeals 
on February 7, 1935, after that Court had had the 
benefit of most of the decisions listed above. The 
facts as stated by the Circuit Court of Appeals are 
as follows (353-A CCH p. 9470-71) : 


“The appellee is a Kentucky corporation, organized in 
1918 for the purpose of engaging in the mining and selling 
of coal and related activities. It had an authorized capital 
stock of $100,000, of which 900 shares, each of par value 
of $100.00, were issued, 630 shares to R. C. Tway, its Presi- 
dent, 250 shares to his wife, and ten shares to each of two 
other stockholders. Its business was originally confined 
to the buying and selling of coal on commission. It pur- 
chased all of the coal of the R. C. Tway Coal Company, 
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a corporation in which R. C. Tway owned 90% of the stock. 
It also purchased from other producers. It sold upon 
thirty, sixty and ninety day terms, but was obligated to 
make monthly payments to the Tway Coal Co. In Novem- 
ber of 1920, at the suggestion of a broker that profits could 
be made in stocks and bonds, the appellee first began its 
dealings in such securities. It was not intended at the time 
to continue the practice long, but the enterprise proving 
profitable, it was continued from that time to the year 1931, 
and became a very extensive and substantial part of the 
company’s operations. All purchases of securities were 
made by R. C. Tway in his own name, and they remained 
in his name until sold. It was explained that this was done 
to facilitate transfers. The purchases and sales were, how- 
ever, recorded upon the appellee’s books, all interest, divi- 
dends and profits received by Tway were turned over to 
the appellee and returned by it as income taxable as to 
interest and profits, nontaxable as to dividends. The funds 
withdrawn for the purchase of securities were charged by 
the appellee to an account carried on its books as ‘R. C. 
Tway, special.” Sometimes Tway advanced his own money, 
in which case he was credited upon the company’s books. 
At other times Tway borrowed money from the bank, and 
the taxpayer would make proper entries to reflect these 
transactions. During 1922 the monthly average of securi- 
ties carried on the taxpayer’s books amounted to $217,942, 
and during 1923 the average was $473,024. 


“As its president Tway received from the appellee in 1922 
a salary of $6,000.00 and a bonus of $6,000.00. For 1923 his 
salary was $12,000.00 and his bonus $3,000.00. In addition 
to these sums he frequently withdrew large sums of money 
for his personal use, and these were charged to him as over- 
drafts. While he had been in the habit of overdrawing 
from the time the company was organized, the overdrafts 
grew very rapidly in 1922 and 1923, amounting in round 
numbers to more than $150,000.00 in the former year and 
more than $200,000.00 in the latter year, and they increased 
thereafter until in 1930 they were over $461,000.00. From 
time to time Tway made payments on his overdrafts, some- 
times by cash, sometimes by transferring credits that he 
had with the Tway Coal Company, and by having himself 
credited with the salary or bonuses due him. Meanwhile 
the coal business of the company had grown. In 1922 
its sales were $570,000.00, and in 1923, $539,000.00. Its 
indebtedness to the Tway Coal Company also grew. At 
the end of 1922 it was $283,000.00, and at the end of 1923 
$396,000.00. By the end of 1931 the total indebtedness of 
the appellee to the Tway Coal Company was $679,000.00. 


_ “In 1922 and 1923 the taxpayer paid dividends of 20% on 
its capital stock. The dividend for 1922 was 35% of earn- 
ings, and the dividend for 1923, 30% of earnings. At the 
end of 1922 the ratio of appellee’s quick assets to its liabili- 
ties was 1.31, and at the end of 1923, 1.34. By excluding 
I'way’s indebtedness and treating it as if paid on the appel- 
lee’s bank loans, the ratios were increased to 1.43 for 1922, 
and to 1.58 for 1923. It was shown that the requirement of 
Federal Reserve Banks for commercial paper, subject to redis- 
count was a ratio of quick assets to liabilities of two for one, 
and that the appellee’s notes in these years would have been 
undesirable for credit purposes. The appellee introduced 
expert opinion evidence that for the years 1918 to 1923 
inclusive, the excess of its accounts receivable for coal 
over its combined capital and surplus, reflected an inflated 
condition, and that there was no accumulation of surplus 
during that period beyond the reasonable needs of its busi- 
ness whether the business was held to include stock deal- 
ings or merely the coal sales business.” (Italics supplied.) 


The Court, after analysis, sustained the judgment in 
favor of the taxpayer, concluding (p. 9472) : 


“* * * The situation here differs in many substantial 


respects from that involved in United Business Corporation 
v. Commissioner, supra, and that in Williams Investment Co. 
v. United States, 3 Fed. Supp. 225 (C. Cls.). In each of 
the cases cited the corporation was clearly a dummy corpo- 
ration, taking over substantially all of the assets of its 
Principal stockholder, and having no other substantial activ- 
ity than to administer such assets. There were disclosed 
in each case circumstances which made the purpose of the 


incorporation transparent. That is not the case here. 
* * 
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(17) National Grocery Company v. Commis- 
sioner, 35 B. T. A. 163 (C. C. H. 
Decision #9533). 


The most recent decision is that of the Board in 
National Grocery Company v. Commissioner, 35 
B. T. A. 163. The facts in this case, which moved the 
majority of eight out of fifteen to decide for the 
Commissioner, are contained in the following state- 
ment by the majority: 


“Does the evidence overcome this prima facie presump- 
tion? And, if so, was the petitioner ‘availed of for the 
purpose of preventing the imposition of the surtax upon 
its shareholders through the medium of permitting its gains 
and profits to accumulate instead of being divided or dis- 
tributed,’ during the taxable year? 

“The petitioner was organized for the purpose of operat- 
ing a chain of grocery stores. For a number of years after 
its organization the profits of the business were used in 
extending the chain. At some time prior to 1922 the peti- 
tioner began to invest a portion of its surplus profits in the 
purchase of bonds and stocks. Its balance sheet at Janu- 
ary 31, 1922, shows its investment in bonds and stocks at 
$490,000 and $130,710, respectively. Its holdings of securi- 
ties in subsequent years greatly increased. There was also, 
up to 1929, a very large increase in the market value of 
the securities acquired. Since 1929 the petitioner has not 
greatly expanded its grocery business. Its profits have 
been large but they have not been paid over to its sole 
stockholder in the form of dividends. Most of them have 
been invested in securities. 


“Petitioner’s balance sheet at the beginning of the tax- 
able year shows cash on hand of $1,332,332.28; notes receiv- 
able (Henry Kohl), $470,000; accounts receivable, $26,816.37 ; 
bonds, mortgages, and stocks, $2,838,718.07; and other cur- 
rent assets against actual liabilities (exclusive of reserves) 
of $1,180,879.07. At the end of the taxable year petitioner’s 
balance sheet shows cash, $1,405,961.04; notes receivable 
(Henry Kohl), $610,000; bonds, mortgages, and stocks, 
$3,048,452.74; and other current assets against the actual 
liabilities (exclusive of reserves) of only $276,552.19. Its 
actual surplus at January 31, 1931, was $7,938,965.54. 


“The petitioner contends that this large surplus was of 
benefit to it in obtaining credit at banks and in enabling 
it to purchase merchandise at a low price. It appears, 
however, that the petitioner’s credit had been excellent 
for many years prior to the taxable year and that it did 
not obtain loans from banks at a lower rate of interest 
simply because it had a large investment in bonds and 
stocks. Manifestly, the amounts invested in bonds and 
stocks were not used by the petitioner either in the taxable 
year or for several years prior or subsequent thereto in 
its grocery business. We find as a fact that the petitioner’s 
accumulation of earnings was far in excess of the ‘reason- 
able needs’ of the corporate business.” 


It is interesting to note that the minority of seven, 
after a careful analysis of all the facts, concludes: 


“No case has come before the courts or this Board where 
a corporation engaged in a mercantile or industrial activity, 
organized prior to the enactment of the income tax law 
and which has consistently followed the policy of ‘plough- 
ing its earnings back into the business,’ has ever been 
required to pay the tax and penalty imposed by the section 
in question. In practically every case in which such pen- 
alty has been imposed, a large portion of the corporation’s 
assets had been conveyed to it at the time of its forma- 
tion, or at a later time, by the principal stockholder or 
stockholders, or the corporation was ‘a mere holding com- 
pany.’ Typical cases are the following: United Business 
Corporation of America, supra; United Business Corporation 
of America, 33 B. T. A. 83 (reversed on stipulation of the 
parties); Keck Investment Co., 29 B. T. A. 143; aff'd, 77 Fed. 
(2d) 244; certiorari denied, 296 U. S. 633; William C. DeMille 
Productions, Inc., 30 B. T. A. 826; Cecil B. DeMille, supra; 
Fisher & Fisher, Inc., 32 B. T. A. 211; aff'd, 84 Fed. (2d) 
996; Irvington Investment Co., 32 B. T. A. 1165; A. D. Saenger, 


(Continued on page 247.) 














S A field of discussion in this paper I have 
chosen certain aspects of the Federal revenue 


A 


system, particularly the very important changes in 
that system which were made by Congress in the 


Revenue Act of 1936. It is a field replete with con- 
troversial questions, giving rise to wide differences 
of opinion among reasonable men. I shall endeavor 
to give, in language not too technical, a picture of 
the changes in our revenue system actually made by 
recent amendments, as well as to indicate their 
underlying reasons and objectives. 


Effect of Recent Changes in 
the Revenue Act 


HESE recent changes, while probably the most 

important and far-reaching since the enactment 
of income tax itself, affected only a fractional part 
of the revenue act, although anyone whose only 
source of information was the columns of the press, 
might well have believed that Congress had enacted 
240 or 250 pages of new tax legislation. Of course 
only a small part of this consisted of new statutory 
material. What Congress did was merely to follow 
a practice of recent years, which has been found con- 
venient, when important changes in the income tax 
are to be made, viz., to pass in form a new act in- 
stead of a series of amendments to the old law. 
The new act, however, remained identical with the 
old in the majority of its provisions. 


It has long been a popular American sport to criti- 
cize the income tax law for its technicalities and 
complexities. To this the new revenue act will be 
no exception. I should be the last to deny that the 
law is complicated and that the more recent acts 
are in some respects more complex and difficult to 
understand than the old (with an exception in the 
case of the war-time excess profits tax). All must 
sympathize with the desire for simplicity and cer- 
tainty. But unfortunately it is easier to point to the 
condition than the remedy. Along with the cry for 





* From_an address delivered before a meeting of the Economic Club, 
Chicago, February 18, 1937. 
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of 1936—Some Current 


Problems 


Underlying reasons and objectives 
of existent complexities in the law 
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simplicity and certainty in the fields of taxation goes 
the demand for justice, equity, and a minimum of 
invidious or harmful discrimination. Both de- 
sires cannot be satisfied at the same time. The 
complexity of a revenue act is not the product of 
the perversity of legislators, nor the obtuseness or 
lack of competence of legislative draftsmen, Rather 
in the main it but reflects the ramifications of the 
complex economic system under which we live. 
The simplest of all income taxes, though even it 
would by no means be free from difficulties, would 
be one on gross income or, better still, gross re- 
ceipts. Yet what income taxpayer would want sim- 
plicity at such a price? But every new deduction 
or credit which Congress has allowed in order to 
bring statutory net income more closely to true ac- 
counting net income or to conform the tax burden 
more exactly to ability to pay has brought fresh 
complications and uncertainties in its train. An- 
other principal cause for the increasing complexity 
of the revenue laws is the necessity of corrective 
amendments to check evasion and to close avenues 
of avoidance which certain taxpayers sharper than 
their fellows or better equipped with ingenious and 
resourceful legal counsel are continually discover- 
ing. Such a process of legislative amendment is 
necessary both to protect the revenues and to ef- 
fectuate the policy of laying the tax burden in rela- 
tion to ability to pay, the principle underlying the 
graduated surtax rates. 

The new revenue act in its final form left un- 
changed the rate schedules applicable to individual 
incomes, except for important changes as to non- 
resident aliens. Individual income taxes were af- 
fected, however, to the extent that the exemption of 
dividends from the 4% normal tax was taken away 
and to the further extent that many individual in- 
comes are raised into higher surtax brackets by an 
increased volume of distribution of corporate earn- 
ings as dividends as a result of the new surtax upon 
undistributed corporate income. Only minor changes 
were made in the existing excise tax imposts. The 
method of treatment of capital gains and losses for 
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income tax purposes introduced by the Revenue Act 
of 1934 was not altered, but by an amendment to 
section 115 (c) the 1936 Act restored gains upon 
their shares, derived by shareholders on complete 
liquidation of a corporation, to the category of capi- 
tal gains, governed by section 117 of the Act, so 
that henceforth the percentage of such gain required 
to be taken into gross income would depend upon 


the length of the taxpayers’ period of ownership of 
the shares. 


While several other more or less noteworthy 
changes and innovations were made last year, such 
as the new method of taxation of income of non- 
resident aliens from sources within the United States 
and the special income tax upon certain forms of 
unjust enrichment, by far the most important and 
the one in which I assume taxpayers are chiefly 
interested, is the surtax upon undistributed corpo- 
rate income, to which the majority of the particular 
amendments of the income tax sections are incident. 


In his message to Congress under date of March 
3, 1936, the President called attention to the effect 
upon the budgetary estimates of the loss of revenue 
from processing taxes consequent upon the decision 
of the United States Supreme Court invalidating the 
Agricultural Adjustment Act and the additional 
charge placed upon the Treasury through the enact- 
ment of the Adjusted Compensation Payment Act, 
and the necessity for raising substantial additional 
permanent and temporary revenue in order to bal- 
ance estimated expenditures other than expenditures 
for relief. In the course of his message, he invited 
the attention of the Congress, as a possible source 
for the needed additional permanent revenue of 
$620,000,000 per year, “to a form of tax which would 
accomplish an important tax reform, remove two 


major inequalities, and stop ‘leaks’ in present sur- 
taxes.” 


Major Inequalities in Distribution 
of the Tax Load 


HE first of these major inequalities was the dis- 

crimination in the distribution of the tax load 
among the beneficial owners of business profits, 
depending upon the form of organization of business 
enterprises, which on the one hand rendered incor- 
poration of small businesses difficult or impossible 
because of tax differentials and on the other gave 
the corporate form an artificial tax advantage in the 
field of larger enterprise. On the basis of existing 
rates, a business yielding a profit of about $18,000 
or less, cost less tax if carried on without incorpo- 
ration. A partnership possessed a tax advantage 
over a corporation, as long as the share of profits 
of each partner was less than about $18,000 per 
year. There seemed to be no sufficient reason why 
the tax burdens of business profits should be made 
to depend upon the particular form of business unit 
selected by entrepreneurs. It does not seem to me 
a sufficient answer to say that partnerships or sole 
traders can avoid tax discriminations by incorpora- 
tion. It is hardly a proper function of a revenue 
System to create artificial advantages or disadvan- 
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tages as between alternative legitimate forms of 
business organization. It should so far as practi- 
cable be neutral and impose its burdens upon all of 
them with even-handed equality. 


The second major inequity and the source of a 
large leak to the revenues was the fact that, under 
a system which relied for income tax revenues solely 
upon a normal tax upon corporate income and a 
normal tax plus a highly graduated surtax upon 
individual incomes, the controlling shareholders of 
a business enterprise with a large income would of- 
ten pay less tax by retaining corporate profits in 
the corporate treasury than by distributing them and 
paying a higher rate of surtax on their individual 
incomes. In so doing, the only tax paid would be 
the corporate tax, at the maximum 15 per cent. As 
the earnings accumulated, the value of the share- 
holders’ equities would tend to increase, but the 
realization of any income tax revenue thereon might 
be indefinitely postponed and, indeed, if a share- 
holder died before realizing his gain by a taxable 
sale or exchange, no income tax would ever be paid 
by anyone on the appreciation in value. Various 
forms of reorganization and other devices were re- 
sorted to, many times successfully, to postpone in- 
definitely or escape forever the payment of surtaxes 
on such increase. Or any appreciation in the value 
of the shares might be nullified before a taxable 
realization by the shareholders through the dissipa- 
tion of the accumulated earnings by unwise uses 
thereof. It is therefore a highly questionable as- 
sumption that the loss of taxes on incomes of indi- 
vidual shareholders through failure to distribute 
earnings currently as dividends has been offset by 
the capital gains tax upon realized appreciation in 
the value of the shares in subsequent years. 


On the other hand, numerous small shareholders 
in such corporations derived no comparable benefits 
from the accumulation of earnings. With little or 
no voice in shaping the decisions of management, 
they were forced to content themselves with such 
fractions of earnings as the dominant groups might 
see fit to declare out in dividends. The flat normal 
tax on corporate income bore with disproportionate 
severity upon them and made small stock holdings 
an investment of doubtful value. Corporate enter- 
prises which followed consistently liberal policies 
of dividend distribution were compelled to bear a 
larger share of the total tax burden because of the 
loss to the revenues caused by the niggardly poli- 
cies of others who consistently plowed back a major 
part of their earnings. The tax law itself, by allow- 
ing a deduction for interest in arriving at taxable 
net income and making no similar allowance or 
credit for dividends distributed, gave artificial en- 
couragement to financing by borrowing rather than 
by sale of equities, with disastrous results in many 
cases when the onset of depression threw onto the 
rocks of bankruptcy or receivership corporations 
unable promptly to reduce their overhead charges. 
The capital stock tax operated in effect as a tax on 
capital in the case of many corporations showing de- 
ficits in their profit and loss statements. 
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Tax on Undistributed Net Income 


N ORDER to remove these inequalities and stop up 

these leaks, the President recommended the repeal 
of existing corporate taxes, including income, capital 
stock, and excess profits levies, the repeal of the 
exemption of dividends from individual normal tax, 
and the substitution of a tax upon the undistributed 
net income of corporations, including therein divi- 
dends received by them from other corporations, 
this tax to be graduated at rates so fixed as to yield 
on the average the same revenue the Treasury would 
derive if all corporate profits were distributed and 
taxed in the hands of the shareholders. If a cor- 
poration in fact served only as a conduit of earnings 
to its shareholders, it would pay no taxes as a cor- 
poration. The same condition would exist as did 
exist under our earliest income tax law, viz., the 
Civil War Act in effect from 1862 to 1871, when 
corporate shareholders were taxed annually upon 
their proportionate share of the corporate profits, 
whether distributed or undivided, as though they 
were partners. From a theoretical point of view, 
much might be said for this early solution of an old 
and stubborn problem. Unfortunately, its practical 
administration under present day conditions would 
present almost insuperable difficulties and the de- 
cision of the Supreme Court in the stock dividend 
case, Eisner v. Macomber, 252 U. S. 189, 207, would 
leave its constitutional validity open to grave question. 

The bill as it finally emerged from conference 
and became the Revenue Act of 1936 after approval 
by the President was in the nature of a compromise, 
the House Bill having incorporated substantially the 
President’s suggestions. It retained the normal tax 
on corporate net income, but with the rates grad- 
uated to from 8 to 15 per cent on the following basis: 


ee 8% 
ee .....11% 
lh a cd el techs ce 13% 
ix hel hi i lain 15% 


Inasmuch as the 1934 Act imposed a flat rate of 
1334% and the vast majority of corporations in point 
of numbers have a net income of less than $25,000, 
it is apparent that the new Act gives the larger 
number of corporations a somewhat lower normal 
tax rate. The Act also retained the capital stock 
tax and its supporting excess profits tax, but reduced 
the rate on the former from $1.40 to $1.00 per thou- 
sand dollars of declared value. The tax on intercor- 
porate dividends imposed by the 1935 Act, which 
has exerted a mild but nevertheless rather effective 
pressure to simplify needlessly complicated corpo- 
rate structures was likewise retained, with a slight 
increase in the effective rate through the inclusion 
of 15 per cent of intercorporate dividends in net in- 
come for normal tax purposes, instead of 10 per cent 
under the prior Act. 


Salient Features of the Tax on 
Undistributed Net Income 


HILE these features of the existing law were 

thus finally retained in modified form, the 
principle of a graduated surtax on undistributed 
profits was written into the bill, the rates being based 





April, 1937 


upon the ratio between the adjusted net income of 
the corporation and the amount thereof not distrib- 
uted during the taxable year. “Adjusted net in- 
come” is the net income less the normal tax and less 
the credit for interest on obligations of the United 
States and its instrumentalities. “Undistributed net 
income” is arrived at by deducting from “adjusted 
net income” (1) a credit for the amount of dividends 
paid and (2) a credit for the extent to which the 
payment of dividends is restricted or limited by the 
express provisions of certain contracts. The surtax 
rates are 7% on the portion of undistributed net 
income which is not in excess of 10% of adjusted 
net income, 12% on the next 10%, 17% on the next 
20%, 22% on the next 20%, and 27% on that portion 
of undistributed net income which is in excess of 
60 per cent of the adjusted net income. By means 
of a specific credit, however, corporations with ad- 
justed net income of less than $50,000 (about 95% 
of all tax-paying corporations in point of number 
fall in this group) are permitted to retain at least 
$5,000 of such income at the minimum rate of 7 per 
cent. The various tax provisions of the new Act 
are estimated to yield a minimum of 630 millions of 
dollars additional permanent revenue on a full year 
basis, the major portion of which will come from 
the new surtax or the increase in income taxes paid 
by shareholders on the larger distributions received 
by them. 

The new tax has, of course, no application to cor- 
porate surpluses accumulated in past years. Certain 
classes of corporations, of which the most important 
are banks and certain trust companies, all insurance 
companies, corporations in bankruptcy or insolvent 
and in receivership at any time during the taxable 
year, and foreign corporations, are exempted from 
the surtax. Foreign corporations engaged in trade 
or business in the United States or having an office 
or place of business therein, however, will now pay 
a flat tax of 22 per cent on their income from sources 
within the United States. The liberal deductions al- 
lowed by prior law for depreciation and obsolescence, 
depletion, bad debts, and other expenses in arriving 
at statutory net income are not disturbed. Depre- 
ciation and depletion reserves allowed tax free run 
up into billions of dollars each year, at times ex- 
ceeding in amount the total taxable net income of 
corporations filing returns. In all probability the 
existence of such untaxed reserves enabled many 
corporations, as much or more than book surpluses 
much of which represents investment in plant or 
other non-liquid assets, to pay dividends in excess 
of their earnings during the lean years, as well as 
to care for capital debt retirement. 


Means of Reducing or Eliminating 
the New Surtax 


HILE the new surtax no longer leaves in 

considerable measure to corporate manage- 
ment the power to control by its decisions the vol- 
ume of income tax revenue, the Act makes no effort 
to determine the form which distributions to share- 
holders shall take, provided such distributions are 
subject to taxation to the shareholders when re- 
ceived. On the contrary, the new surtax may be 
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substantially reduced or wholly eliminated if cor- 
porate management sees fit to adopt any one of the 
numerous methods recognized by the Act for dis- 
tributing taxable dividends. Many of these methods 
permit a corporation to obtain the dividends paid 
credit without parting with its cash or quick assets, 
leaving it free, if its management and shareholders 
so desire, to use its cash or liquid resources for ex- 
pansion, debt retirement, or maintenance of its policy 
with respect to reserves for contingencies. The rec- 
ognition thus given to various methods for sharing 
corporate prosperity with the shareholders is as wide 
as the Supreme Court’s definition of the constitu- 
tional concept of income permits; yet the Treasury 
is protected from the loss of revenue from the tax on 
individual incomes resulting from the failure of cor- 
porations to make some form of taxable distribution. 
Moreover, careful computation will show that a cor- 
poration may, under the graduated normal and 
surtax rates of the 1936 Act, retain a considerable 
portion of its current earnings without incurring 
thereby an excessive corporate tax burden. 


Under preexisting law it not uncommonly hap- 
pened that a corporation could meet the income tax 
requirements with respect to the payment of divi- 
dends only by distributing its most liquid assets. 
Indeed, so rigid were the former requirements that 
a corporation with a deficit computed pursuant to its 
regular accounting methods might find itself in the 
paradoxical situation of being charged under harsh 
penalty with an unreasonable accumulation of profits. 
On the other hand, if a corporation with a deficit 
under income tax rules eliminated the deficit by the 
legitimate processes which were available under lo- 
cal laws, it ran the risk of losing thereby a tax ad- 
vantage enjoyed by shareholders so long as such 
deficit existed. In numerous other cases withdrawals 
of corporate funds were attempted to be disguised in 
such manner as to prevent the imposition of an 
income tax upon stockholders, to the manifest preju- 
dice of shareholders of corporations refusing to en- 
gage in such practices. 


In contrast to this former situation, corporations 
may now meet the expectations of their stockholders 
and at the same time satisfy the requirements of the 
new law as to the dividends paid credit, without im- 
pairing the corporate financial strength. They may 
do so openly and aboveboard, without fear of pen- 
alty for unreasonable accumulation of surplus, 
whereas even the distribution of constitutionally 
taxable stock dividends was not recognized under 
prior laws as a distribution of earnings and profits. 
Corporations with deficits are encouraged to im- 
prove their balance sheets by readjustment of their 
capital structure, recapitalization, pro rata surrender 
of stock, revaluation of assets, and similar recog- 
nized devices which place them in a position to make 
distributions in stock, obligations, or cash, accord- 
ing to their own best judgment, and thus obtain a 
credit for surtax purposes. All this may be done, 
if desired, without any impairment of the corporate 
net assets. 
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Problem of Avoidance of 
Individual Surtaxes 


HE problem of avoidance of individual surtaxes 

through retention of corporate earnings is not 
new. Congress has previously experimented with 
various methods of solving it. Reference has already 
been made to the method adopted in the Civil War 
Acts, viz., taxation of corporate earnings to the 
shareholders as though they were partners. Only 
one of these devices, section 351 of the 1934 Act, has 
proven measurably successful. It is applicable, 
however, only to a limited class of closely held per- 
sonal holding corporations, commonly known as in- 
corporated pocketbooks. Section 102, which imposes 
a heavy surtax on corporations formed or availed of 
to evade surtax on shareholders by accumulating 
earnings, has proven largely ineffective through dif- 
ficulties of enforcement and restrictive interpretation 
by judicial decision. It has been suggested that this 
problem of surtax escape might have been adequate- 
ly solved through amendments which would have 
put more teeth into section 102. These possibilities 
were fully explored and considered but the conclu- 
sion was negative. Under that section as it stands, 
surtax liability is incurred only if the primary mo- 
tive of the corporate directors in accumulating sur- 
plus is the evasion of surtaxes on the shareholders, 
and the fact that the retention is in excess of the 
reasonable needs of the business is merely prima 
facie evidence of such motive, 7. e., the standard is 
a subjective one and is extremely difficult of proof. 
Suppose, as has been suggested, the standard were 
changed to an objective one, i. e., that the surtax 
liability should exist whenever surplus was accu- 
mulated which in fact was in excess of the reasonable 
needs of the business. In what manner or by whom 
would the standards of reasonableness be deter- 
mined? By the corporate directors? Such a solu- 
tion would largely destroy the limited value which 
the section 102 now possesses. By the Commission- 
er of Internal Revenue? How would business re- 
gard a solution which left the decisions of corporate 
directors in such matters subject to the uncertainties 
of such an administrative review? The only other 
possibility would be a detailed code of standards, 
the enforcement of which might require a host of 
revenue agents and which would inevitably be re- 
garded as an extreme form of business regimenta- 
tion. 


British System Ineffectual in 
Solution of Federal Problem 


reference may well be made at this point, by 

way of comparison, to the manner in which 
the British income tax system has dealt with this 
problem. A keystone of that system is the fact that 
the individual normal tax and the so-called corporate 
tax have been kept at the same rate, in recent years 
varying from 22% to 27 per cent. At present the 
rate is 2334 per cent. In the one or two lowest indi- 
vidual brackets the rate on individuals is subject to an 
abatement of one-half. A British corporation pays 
the flat rate of tax on its earnings, and to the extent 
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it distributes its earnings in dividends it is permitted 
to recoup its tax payment by withholding the tax 
paid from the shareholders. To this extent the cor- 
porate tax represents in effect merely a collection 
at the source of the individual normal tax, and the 
shareholder receives credit on his return for the tax 
so paid. This credit may result in refunds to tax- 
payers in cases where the effective rate is less than 
2334 per cent. Now it should be noted that this possi- 
bility of recoupment by the corporation of the tax it 
has paid from dividends distributed to its shareholders 
creates a substantial incentive not to retain earnings 
beyond the actual real needs of the corporate enter- 
prise which has been lacking under the American 
system. Whatever added incentive is necessary is 
provided in England by their analogue to our sec- 
tion 102. Unlike the latter, the British statute ap- 
parently has teeth in its actual operation, due to the 
limited scope of judicial review of the determinations 
of the British Commissioners as compared with the 
broad scope of such review under our own law. But 
the British system manifestly will not work, and at 
the same time produce an adequate revenue, where- 
as in the United States there is so large a gap be- 
tween the normal rate on individuals and normal tax 
on corporations. 


Approximation of Equality in 
Income Tax Burdens 


O THE extent that corporate earnings are in 

one form or another distributed as earned, as 
the result of the new Act, equality of income tax 
burden upon business profits will be approximated, 
subject only to that distortion of equality which, as 
pointed out above, is necessarily incident to the re- 
tention of any normal tax upon corporate income 
and the continuance of a capital stock tax. The 
large amount of additional revenue estimated to be 
raised by it merely measures the magnitude of es- 
cape under preexisting law from the full burden of 
high surtaxes on individual incomes which has re- 
sulted from the practice of large numbers of cor- 
porations to retain large portions of their earnings 
or to attempt the capitalization thereof by the cut- 
ting of “melons” in the form of constitutionally 
exempt stock dividends. 

It should be strongly emphasized that the new law 
does not of itself prevent the use of earnings for 
plant expansion, debt retirement, or other legitimate 
corporate purposes. There is nothing in it which 
compels the payment of dividends in cash. It leaves 
each corporation free to determine, in the light of 
its own needs and the peculiarities of its individual 
situation, the form which its distributions shall take. 
Income in the form of interest on tax-exempt securi- 
ties it may accumulate at its pleasure so far as the 
new surtax is concerned. With this qualification, 
the policy on which the surtax is based is a closer 
approximation to equality of tax burden. Needed 
new capital may be obtained through borrowing or 
the sale of stock rights or through the retention of 
earnings, as corporate management may decide, but 
whether one method or another is selected such capi- 
tal will have passed through the tax mill in one way 
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or another. The wise use of earnings for plant ex- 
pansion or debt retirement increases pro tanto the 
value of the shareholders’ equities. If they or the 
corporation have had to pay a proper tax before 
such earnings are capitalized, wherein has any un- 
fair hardship been worked or injustice done? If 
one result of the new Act is to cause shareholders to 
take a more active and intelligent interest in the 
decisions of corporate management as to the employ- 
ment of earnings, who can assert that such a result 
would be inimical either to sound policy or corporate 
responsibility ? 

In my reference to debt retirement, I was not 
speaking of ordinary short-term bank loans and 
other commercial indebtedness incurred to provide 
working capital to finance the production of goods 
and services, but only to funded or capital indebted- 
ness. The former type of indebtedness is amply in 
general cared for by the inventory adjustments and 
the various allowable deductions from gross income 
which cover the cost of goods and services used in 
the production of the net income which is subject 
to tax. It should be noted that the allowance of 
any special tax credit with respect to earnings used 
to retire indebtedness would in the case of indebted- 
ness of this character, operate in effect as a double 
deduction or credit. In the case of funded or capital 
indebtedness, such a credit would create an addi- 
tional preference in favor of corporations financed 
by borrowing as against those who procured their 
capital requirements by the sale of equities, and 
would reward those corporations which were unable 
to replace depreciable assets from depreciation re- 
serves because of their diversion to other than their 
intended purposes, as well as renewing an old dis- 
crimination in favor of the corporate form of enter- 
prise. 

The contention was urged with some force, when 
the Revenue Act of 1935 was under consideration, 
that it was unfair to exert pressure in various ways 
for the simplification of corporate structures while 
the tax law itself placed obstacles in the way of such 
simplification in the form of potential heavy tax lia- 
bilities where the integration of a parent and sub- 
sidiary could not for some reason be conveniently 
accomplished in the form of a non-taxable reorgani- 
zation as defined in the statute. The easiest device 
available was a statutory merger, but there were 
one or two decisions, as well as an opinion among 
some tax lawyers, to the effect that a merger of a 
wholly owned subsidiary into a parent might be re- 
garded, in determining taxability, not as a reorgani- 
zation but as a liquidation, since that is undoubtedly 
its substantial effect. Congress attempted a solution 
of this difficulty in section 110 of the 1935 Act, 
amending section 112 (b) of the Revenue Act of 
1934, by providing that no gain or loss should be 
recognized on so-called exchanges in liquidation, 
provided certain conditions contained therein were 
satisfied. 


This amendment did not prove satisfactory or 
workable in practice, largely because it was neces- 
sary to allocate to the assets (other than money) 
received by the parent the cost of the subsidiary’s 

(Continued on page 246.) 


Annual Ineome as a Method of 
Valuation for Real Estate Taxation 


By ERIC W. LAWSON* 





LONG with general disapproval of the taxa- 

tion of real estate in this country has come spe- 

cific disapproval of the methods used for 
valuation purposes. Generally, valuation has been 
on the appraisal method, the estimated selling price 
usually having been taken as the main criterion of 
value. The growing lack of real estate transfers in 
general and the entire lack of them for many par- 
ticular cases points to a serious deficiency in any 
such method of approach. This very problem has 
been attacked by the State Tax Commission of 
New York in its Annual Report for 1934. The fol- 
lowing excerpt from that Report will serve to shed 
light on the present problem: 


Relatively few sales of real property have been made in 
recent years and many of these under economic duress. In 
consequence, assessors to a large extent have lost one of 
the most important factors formerly employed by them, 
namely, the consideration exchanged in sale of property 
between a willing buyer and a willing seller. It is believed 
that there is merit in the assessment system employed in 
Great Britain, Hungary, Germany, Belgium and certain 
other foreign countries. The valuation on which their taxes 
on real estate property are imposed are arrived at by con- 
sideration of that income or net rental which the property 
does, or might reasonably be expected to produce under 
careful management if devoted to the use for which it is 
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best adapted. . . It is desired merely to call to the 
attention of the Legislature the methods employed abroad, 
and to offer the suggestion that serious attention and con- 
sideration be given to the merits and demerits of such a 
system of assessment if developed here. . A more 
adequate system, reflecting potential income should be 


developed.’ 

Undoubtedly with the same thoughts in mind, the 
Honorable Mr. Williamson introduced a bill into 
the 1936 New York Senate calling for the use of the 
income basis in valuing realty.” 

Evidently, the scientific method of determining the 
workability of any proposed social reform or change 
is examination of that system in a laboratory. The 
above quotation from the New York Times (see 
footnote 2) suggests for us the laboratory of actual 
experience. Hence, it would be highly desirable to 
examine the working of the British or German realty 
valuation methods in order to reach some sort of 
definite opinion as to the feasibility of such a system 
in this country. The purpose of this study is to 
inquire into the methods employed in Great Britain, 
to examine the success or failure of the system there, 
and finally to make an estimate of the adaptability 
of the system to this country. 


Method of Land Taxation 
in Great Britain 


N GREAT BRITAIN the taxation of land values 

is done primarily by the local authorities. Prac- 
tically all revenue for local uses comes from this 
source and very little of the revenue so derived goes 
to the support of the central government. It is true 
that death duties, estate taxes and income taxes 
which are paid to the central government from in- 
come derived from land ultimately are a burden on 
land, but we are not particularly concerned with 
these sources here. 

It is worth noting at the start that there are sev- 
eral peculiarities of the British system of taxation 
which are different from the American system and 
which require some explanation. Strictly speaking, 
there is no taxation of land in Great Britain, rather, 
land is “rated.” However, this means practically 
the same thing. The amount of revenue needed is 
calculated and the burden is spread among the popu- 
lace on a pro rata basis, land being used as a guide— 
hence, the land is “rated.” Again, since the land is 
valued according to the annual income it is apparent 


1 Annual Report of the State Tax Commission of New York, 1934, 
Additional Basis of Assessment Needed, p. 12. 

2New York Times, Feb. 2, 1936, Income Basis Asked in Valuing 
Realty, Godfrey N. Nelson. The article, in part, says: ‘*This obvi- 
ously is the purpose of a bill recently introduced by Mr. Williamson 
in the New York State Senate, entitled ‘An Act to Amend the Tax 
Law in Relation to the Assessment of Real Property.’ (Bill No. 74, 
1936) The proposed act provides that ‘all property subject to 
taxation shall be assessed at the full annual income value thereof.’ If 
this bill were to become law, real property would still be assessed 
at the ‘full value thereof,’ but with the qualification that such value 
would be determined solely upon an ‘annual income’ basis. Although 
this method of determining value is not new, being more or less com- 
monly used by the courts as one of many elements entering into the 
fixing of assessment valuations, it would, however, be novel as a com- 
pulsory system of taxation.” 
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that vacant lots and land pay no tax or rates. There 
is also the peculiar circumstance that the owner of 
the land may not pay the levy at all, but rather the 
occupier of the land.* The regulations regarding 
this seeming hodgepodge of fiscal administration 
have been collected and codified in the Rating and 
Valuation Act of 1925. In order to secure a better 
picture of conditions surrounding the British Sys- 
tem, it may be well to review briefly the steps which 
led up to the present laws. 


Historical Beginnings of Present 
British Land Tax System 


O GAIN an understanding of the present land 
tax system, we must go back in British history 
to the shades that marked the transition from feudal 
to modern times and from barter to money economy. 
Edwin Cannan in his source book of information, 
History of Local Rates in England, sheds considerable 
light on the matter as follows: “In 1255, £20 
19s. 2d. was levied from the county of Chester for 
the repair of Chester Bridge, ‘because the King had 
ascertained from the book of the Exchequer called 
Domesday that the men of the county were bound 
to repair the bridge.’ According to the passage in 
Domesday referred to, but not quoted, a man was to 
be sent from ev ery hide to repair the city wall and 
bridge, so that we see here an old feudal obligation 
transformed into a county rate. There is nothing 
to show whether the £20 19s. 2d. was apportioned 
according to hides or in some other way.”* It ap- 
pears, then, that as the king took over the power held 
in feudal times by the lords he also adjusted his 
administration of the realm to the practices already 
established. From 1334 onwards the fifteenths and 
tenths, as the levies came to be known, were levied 
as local rates.° 
It may be mentioned in passing that civil taxation 
for the purpose of maintaining the state church was 
established early in English history. It has been 
traced definitely back to 1189,° but it may be much 
older. A trial in 1370 attests the standing of the 
parochial rates at that time.’ Until its discontinu- 
ance the church rate was assessed and levied accord- 
ing to custom. 


Taxes Levied on Persons 
Rather than on Property 


HE history of the development of the present sys- 
tem of rating in England is a story of the deter- 
mination of the person upon whom the burden of 
tax was to fall. Royal approval was set upon the 
principle of “juxta facultates” in apportioning the 
sums to be raised by the local authorities as may 


’Mohaupt and Lenz, A Description of the English System of Taxa- 
tion of Real Property on an Income Basts, p. 

* Cannan, Edwin, History of Local Rates in England, p. 12 ff. 

5 The term “fifteenths and tenths” arose due to the discrimination 
made in the levying between the city and the country. Movables 
in the former were taxed at the rate of one-tenth of the capital value 
and all not included in the cities or boroughs thereof or belonging 
to the ancient demesne were taxed at the rate of one-fifteenth. After 
1334 the amount to be collected from the different districts was to 
vary in the above proportions, hence the rates ee varied as the 
capital value au. Cf. Cannan, op. cit., p. 13-1 

® Blunden, Local Taxation and Finance, iia, 1895, 


t Year Book: Cad. 1679), Edward III, anno. XLIV, p. 19. Xchied 
by Cannan, op. cit.) 
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be seen from the following excerpt from a letter sent 
by the King relative to the repairing of the walls of 
Chichester: “. all persons whatsoever, re- 
ligious or secular, who now have, or in future shall 
have lands, tenements, and revenues within the city 
or its liberty, (shall contribute to the cost) accord- 
ing to their ability and possessions, privileged per- 
sons, the sick, and the mendicant poor excepted.” ® 
The pertinent fact that the levy was upon the person 
as such, though measured by the land or property 
held, is brought out more clearly indeed by the fol- 
lowing ruling of the court in the famous case of 
Jeffreys (1859) in which the great Coke was a 
pleader: “. when there is a farmer of the 
same lands, the lessor who receives rent for them 
shall not be charged for them in respect of his rent, 
because there is an inhabitant and parishioner 

In this case the charge is on the person, 
and not on the land, but is on the person in respect 
of the land, for the equality and indifferency.” ® 


Unfortunately, when the famous Poor Law of 
1601 was passed in Elizabeth’s reign the principle 
underlying the taxes was not made clear. Nor did 
this principle assume statutory form until the 
Parochial Assessment Act of 1836 which aimed, in 
part, at the definition of ability to pay, and which 
though used before as a guiding principle had never 
been definitely set forth. The Act “. provided 
that taxes should be made on the basis of net annual 
value of the properties the rent at which 
the same might reasonably be expected to let from 
year to year free of all usual tenants’ rates and taxes, 
and from tithe commutation rent charges, if any, 
and deducting therefrom the probable average annual 
cost of repairs, insurance, and other expenses, if 
any, necessary to maintain them in a state to com- 
mand such a rent.” ?° Thus, after six or more cen- 
turies of development, in which time the keeping of 
the poor by public taxation kept the lead and the 
performance of the sundry civil tasks followed in 
making demands for revenue, we have arrived at a 
conclusive statute regarding the principle of levy. 
It was, to recapitulate briefly, that ability to pay 
should be the guide, defined in proportion to the 
rent of the land or houses occupied or owned. This 
idea should be stressed particularly. In Great 
Britain, the underlying principle of taxation (on real 
estate) is that the levy is made on the person, not 
on the property. It is made in proportion to the 
land occupied, because this is presumed to give an 
approximation of the person’s style of living and 
hence of his ability to pay. Asa corollary it follows 
that if the person is living “out of his means” his 
taxes will be high; if living within his means his 
taxes will be in proportion to others in his class. 


It is not the purpose of this paper to set forth in 
detail the techniques of the British local rating 


operations, but rather to outline the more salient 
points.” 


®’ Rymer, Foedra, R. Iv. 52, and 49, 59: O. vii. 185. (Cited by Cannan, 
op. cit.) 


® Cannan, op. cit., p. 24 ff. 

10 Mohaupt and Lenz, op. cit., p. 5-4. 

™ Clarke, John J., Outlines of Local Government of the United King- 
dom, Including a Chapter on the Rating and Valuation Act. Readers 
desiring a detailed study are referred to the book here cited. The 


usual legal verbiage is eliminated so that a clear picture may be ob- 
tained by the untutored reader. 
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Examination of the Success or 
Failure of the British System 


NDER the Act of 1925, in determining the actual 

amount to be levied the rating authorities of 
the particular rating district gather estimates from 
the sundry agencies in the locality as to the amount 
of revenue needed. Calculations are then made to 
determine the amount in the pound (of valuation) 
necessary to be levied and collected. Section two of 
the Act provides that in all cases—with a few ex- 
ceptions for unusual circumstances—the revenue 
derived from the levying of this General Rate, as it 
is known, must cover all of the fiscal needs of the 
locality ; that is, it is a consolidation rate. The heads 
of the different bureaus secure their funds by “pre- 
cepting” upon the proper rating authority for their 
needs. Thus, if the General Rate is twelve shillings 
in the hundred pounds, the Education division 


might precept six shillings in the hundred for their 
needs. 





Assessment Areas 


N REGARD to the matter of valuation neces- 

sary to the rating, the county is divided into 
assessment areas which are made up of counties— 
either one, more than one, or part of one—as the 
particular situation may demand. Each assessment 
area has an assessment committee which is charged 
with the duty of hearing and determining all pro- 
posals and objections relative to valuations made 
within their assessment areas. The number and ap- 
pointment of this committee is determined by either 
the county council or a combination group consisting 
of council, rating authority and boards of guardians. 


In the interests of uniformity within the county, 
each county has a valuation committee with repre- 
sentatives thereon from the council as well as from 
any assessment committee, part of whose area may 
be within the county. As stated, the duty of these 
committees is to promote uniformity within the 
county. The method employed is to confer with 
other valuation committees and assessment commit- 
tees and in view of their findings make proposals 
and objections to the assessments. For the purpose 
of promoting uniformity throughout the whole coun- 
try there is a central valuation committee whose duty 
it is to promote country wide equality. Annual re- 
ports are made to the latter body as well as to the 
Minister of Health.12 Recommendations made by 
the central committee are not binding on local 
authorities, but are usually considered, as are also 
their recommendations to the Minister of Health. 


Rates Based on Valuation Lists 


ATES—the amount to be collected—are made 

on the basis of the “valuation lists” drawn up 

by the rating authority and submitted to the assess- 
ment committee. This list is prepared from returns 
on property made by every owner, occupier, or lessee 
within the area. Included within this “return” must 
The Minister of Health is the central fiscal authority of the King- 
dom, due to the fact that the early fiscal needs of the country had 


to do with health projects largely, e. g., drainage sewerage projects, 
water supplies and health service to indigents. 
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be details regarding rental paid, conditions of lease 
and other information necessary for the valuation. 
After notice has been served for the purpose of 
securing such returns, twenty-one days are allowed 
in which the return must be filed, following which 
penalties are provided. A penalty of not exceeding 
£50 is also provided for a false return. With these 
returns in hand the rating authority or an employed 
assessor or surveyor makes a valuation of all heredi- 
taments 7° in the area, which is known as the “Draft 
List.” 

Notice is given to the public of the preparation of 
such a list, which is open to the public for twenty-one 
days for the registering of objections. New valua- 
tions and changes in prior valuations must be ac- 
companied by notice to those concerned. The draft 
list may be objected to by anyone, from the county 
council and rating authority through to occupier 
or any member of the public. After objections are 
received and adjusted, if possible, the list is sent 
to the rating authority not later than the last of 
January or July—depending upon whether or not 
the list is to come into force on the first of April 
or of October. Having so deposited the list it be- 
comes the “Valuation List” for the rating area. 
Attention is called to the fact that this is not a final 
list, but that hereafter objections to it by aggrieved 
persons, including those theretofore not settled, be- 
come known as “Proposals.” Appeals from either 
hearings on objections or proposals by the assess- 
ment committee may be taken to the higher courts 
in the following sequence: Court of Quarter Ses- 
sions, High Court, Court of Appeal and House of 
Lords. In lieu of court appeals provision is made 
for arbitration. In all cases, however, the rated per- 
son is liable to payment in full, final adjustment 
pending ultimate judgment. 


Revaluation 


EVALUATION takes place every five years 

throughout the entire country. This principle 
has been in operation in London since 1869. The 
five year period has been found feasible in England 
owing to the settled condition of the: country and 
the tendency for long leases to prevail. 


Comparative Method of Valuation 


HE matter of the actual valuation of property 

is of much importance. It being impossible to 
have one method of valuation for every type of 
property, there have been evolved three methods in 
England. The first method applies to dwelling 
houses and premises let at rack rent, that is, rent 
based on the utmost value and is known as the 
“Comparative Method.” It applies also to privately 
owned and occupied houses, rent being attached 
thereto as if the building were rented. It must be 
emphasized that in this method the actual rent paid 
is not necessarily the basis for rating. An hypo- 
thetical rent is reached which is supposed to be rep- 
resentative of all properties in that section, or of 
a particular class of property. The Act lays down 
the method of reaching the value and a typical tenant 


13 An hereditament is a piece of property subject to taxation. 
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is assumed year in and year out. The gross rental 
figure is that at which the property would be ex- 
pected to rent provided the landlord paid the operat- 
ing charges such as repairs, insurance and mainte- 
nance. The net figure which is used for purposes of 
final valuation is reached by deducting from this 
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gross figure certain amounts which are supposed to 
approximate the operating charges. These deduc- 
tions are not actual operating costs but are set by 
law and are hence known as “statutable deductions.” 
In the following will be found a list of these 
deductions: 





STATUTABLE DEDUCTIONS 


Class 


1. Houses and buildings without land other 
than gardens where the gross value does not 


exceed $75 (£15). 


2. Houses and buildings without land other 
than gardens where the gross value exceeds 


$75 (£15) but does not exceed $100 (£20). 


3. Houses and buildings without land other 
than gardens where the gross value exceeds 


$100 (£20) but does not exceed $200 (£40). 


4. Houses and buildings without land other 
than gardens where the gross value exceeds 
$200 (£40) but does not exceed $500 (£100). 


wm 


Houses and buildings without land other 
than gardens where the gross value exceeds 


$500 (£100). 


6. Land (not agricultural) with 


buildings, 
valued as one. 


Land with buildings, not houses. 
7. Land (not agricultural) without buildings. 


Outside of London 


An amount equal to two-fifths of the gross value. 


$35 (£7) or 25% of the gross 
value, whichever is greater. 


$50 (£10) or 20% of the gross 
value, whichever is greater. 


$100 (£20) plus 163%4% of the 
amount by which the gross value 


exceeds $500 (£100). 
10% of gross value. 


5% of gross value. 


In London 


$30 (£6) together with an amount equal to 30% of the amount by 
which the gross value exceeds $75 (£15). 


$35 (£7) together with an amount 
by which the gross value exceeds 
$100 (£20). 

$60 (£12) together with an 
amount equal to % of the amount 
by which the gross value exceeds 
$200 (£40). 

$120 (£24), or £20 together with 
1/6 of the amount by which the 
gross value exceeds $200 (£40). 


10% of gross value. 
5% of gross value. 





Contractor’s Rent or Substituted 
Building Basis of Valuation 


HE second method is known as Contractor’s 
Rent or Substituted Building Basis. This 
method was evolved for the purpose of evaluating 
buildings which are rarely or never rented and for 
which there is no comparable building or letting 
transaction. Included here are schools, colleges, hos- 
pitals, factory buildings and clubs. Various prac- 
tices may be adopted by the assessor in arriving at 
value for this type, the result obtained by any one 
being open to contest on part of the one rated there- 
by. From original actual figures obtained from the 
records of construction average costs of units are 
obtained, which are then applied to the particular 
case, as: (1) At per unit of accommodation, in 
case of schools, theatres and hospitals: (2) At per 
foot cube of overall dimensions, determined by defi- 
nite rules: (3) At per foot square, or yard, or 
square.*® 
Finally, while in the comparative method first 
mentioned the land and buildings are taken together, 
different valuations for the two are applied in this 
second method. So, after the present, or reproduc- 
tion value is reached as outlined above there must 
be applied a rate of interest to this investment in 
order to determine its “rental,” or annual valuation. 
The law is silent on the matter of the actual rate to 
be applied, but Crew and Creswell,’® say that the 
percentage to be applied to the capital value of the 
land varies from three to four percent and from five 
to seven percent on present value of buildings. It 


1%’ Mohaupt and Lenz, op. cit., p. 11. 
1% Crew and Creswell, Rates and Rating, p. 12. 


must not be overlooked that in this method as in the 
first one, actual conditions are not taken, but rather 
typical or average conditions in determining the prin- 
ciples to be applied to a specific situation. 


Accountancy, Competitive Value or 
Profits Method of Valuation 


HE third method is variously called Account- 

ancy, Competitive Value or Profits method. 
Generally, this method may be said to apply to pub- 
lic utilities, though it does cover large hotels and 
theatres and department stores. The theory under- 
lying this type of valuation is that profit represents 
actual rental value, since the profit in part depends 
on location. It amounts to an income tax on prop- 
erty, or better still, on the combination of location, 
management and property.” 

The value for taxation is arrived at by starting 
with gross receipts as an average over a period of 
years and deducting therefrom average operating 
costs for the same period. Included in operating 
expenses are salaries, wages, supplies, insurance, 
maintenance, repairs, sinking fund for replacement 
of the property, tenants’ chattels, income taxes and 
other like expenses of the tenant. From the figure 
so obtained there is deducted a further amount, 
known as the “tenant’s share.” This is supposed to 
include return on invested capital, profits and risk 
insurance. A third deduction is necessary in order 
to arrive at the ratable value, for evidently the rate— 
the amount of the tax paid—is considered a special 
type of operating cost. Hence, the figure derived 
by this latter subtraction of “tenant’s share” leaves 


17 Mohaupt and Lenz, op. cit., p. 12 and 13. 
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the ratable value plus the rates themselves. Hence, 
in order to arrive at the net ratable value it is neces- 
sary to divide by a dividend of one plus the rate— 
percentage—applied in that area.” 

An analysis of this method reveals it as a method 
of sharing in the profits of the particular corporation 
or business rated thereby. However, the businesses 
so rated partake somewhat of the nature of a mo- 
nopoly. The determination of the efficacy of this 
method as a regulatory proviso, or in lieu of this, 
as a method of collecting taxes indirectly is not perti- 
nent to the present inquiry. 


Overlapping of Methods 


N REGARD to the scheme just considered a word 

must be said concerning overlapping. When pos- 
sible, the second, or contractor’s rent method is used 
for certain parts of the industry, such as station 
houses for railroads. Further, where the property 
extends over several taxing districts valuation for 
each parish is determined by estimating the rent that 
a hypothetical renter would give for the parts located 
in the different districts. In any case it is necessary 
for an expert assessor to be employed for the pur- 
pose of making the calculations and estimates; it is 
no job for a political appointee or a neophyte. 


Summary 


T MAY be said that the English system of valua- 

tion is not a system but several systems. How- 
ever, the apparent cumbersomeness of the practice 
lends itself to the best as far as equity is concerned ; 
for if there is dissatisfaction with the results obtained 
by one method of valuation an objection may be 
made and the matter will be reconsidered from an- 
other angle, if so desired. 

There is a final matter in regard to the technicali- 
ties of the British system. In 1929 there was intro- 
duced into Parliament a proposal to exempt 
agricultural land and industry from taxation, either 
in its entirety or partially. The Chancellor of the 
Exchequer, Mr. Winston Churchill, in discussing 
the proposal spoke as follows: “I have therefore 
proclaimed a fundamental proposition that the tools 
and plants of production—the properties, the build- 
ings, the land and the machinery used for actual 
creative production—should not be taxed.”*® A\l- 
though not a new plan, for agriculture had received 
certain exemptions since 1896, the proposal greatly 
altered the system. As finally passed it conveyed 
the right of one hundred per cent exemption, or “de- 
rating” as it is known in England, to land and prop- 
erty used solely for agriculture and a seventy-five per 
cent deduction for property used in industrial 
production.?® 

In passing, it is to be noted that the enactment 
of such legislation created certain definite problems, 
not the least of which was the matter of making 
up to the local governments the loss to them of rev- 
enue formerly obtained from the now exempted 


% Frank Hunt, ‘The Practical Limits of Rateable Capacity,” Public 
Administration, July 1932. 

1% Mohaupt and Lom. op. cit., p. 16. Note must be made of the 
fact that included in this exemption is the important industry em- 
bracing freight transportation, including such items as docks, canals 
and railroads. 
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property. Further, the fact that the central relief 
was fixed, once and for all, at the amount of loss 
for the first year will entail hardship on local authori- 
ties whose territories are growing and have an in- 
creasing percentage of property converted to the 
uses of manufacturing from the residential and com- 
mercial uses to which it had been put heretofore. 


Practical Objections to British 
Valuation Methods 


T IS not primarily the purpose here to evaluate 

the British system of land and property taxation 
as far as the British are concerned, nevertheless a 
few pertinent criticisms or observations may be 
pointed out.2° As shown above, one of the major 
premises supporting the logic of the British system 
is that the size of dwelling of a person or the amount 
of rent paid is an index of his ability to pay. That 
this is not true. is brought out with much force by 
the witnesses before the Colwyn Committee.*! There 
are the obvious practical objections that a large- 
family, small-income household is far less capable of 
bearing the tax imposed on it because of the rent 
bill than is a small-family, large-income household. 
Further, low income laborers who must of necessity 
live in high rent areas close to their places of work 
bear a greater burden than the higher income groups 
who can live in less congested and lower rent areas. 
The latter possess a mobility which allows them to 
bring the forces of competition to bear whereas in 
many instances the former cannot. Although the 
“de-rating” of 1929 reduced the inequities of the 
system as far as manufacturing was concerned it 
nevertheless raised the burden for other groups. It 
need only be realized that a rough reduction of sev- 
enty-five percent for all concerned is not a scientific 
way in which to eliminate inequities. It merely 
mitigates them. 


Adaptability of the British System 
to the United States 


INALLY, we come to the matter of the applica- 

bility of the principle oi the British system to the 
United States. Obviously, the British system is an 
attempt to levy the taxes in a manner which will be 
in proportion to the income, or ability to pay. One 
very obvious cumbersome device of the British sys- 
tem is the roundabout method whereby the tax is 
collected from the occupier instead of from the 
owner. With this objectionable feature removed the 
application of the British plan to taxation in the 
United States would be a great stride forward. We 
would have taxes levied then in closer approximation 
to practical ability to pay, that is, actual cash income 
for the year. A quite direct result of this innova- 
tion would be the elimination in this country of that 
large class of persons commonly known as the “land 

(Continued on page 246.) 


20 Silverman, H. A., Taxation, Its Incidence and Effects, chaps. XV 
and XVI. These two chapters present an excellent treatment of the 
present British system, dealing with its defects in a truly analytical 
manner. 

21 Minutes of Evidence, Committee on National Debt and Taxation, 
p. 23, 25 and 410. It must be borne in mind that this investigation 
considered national problems, but in so doing it had to concern 


itself with local matters, inasmuch as the two together -created the 
problem. 
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NHERENTLY, taxation imposes a two-fold bur- 

den. The first, and commonly the heaviest, is, 
of course, the tax itself. The second is the admin- 
istrative cost of compliance with the taxing statutes, 
including maintenance of records, report filing, exam- 
ination and review by tax gatherer’s agents, litiga- 
tion, and interest and penalties on delinquencies. 
The administrative cost, while usually less than the 
tax, may in some instances exceed it, and in all cases 
represents an important expense. Rates and varie- 
ties of taxes yield, if at all, only to logic or emotion 
directed by the taxpayer toward his Congressman 
and Legislator. Administrative cost, however, is 
susceptible of control through method and planning 
and is the everyday problem of the tax man. 


Tax Administration 


HIS paper is devoted to the taxpayer’s cost of 

tax administration. The subject of “tax admin- 
istration” is taken to be broad enough to cover not 
only methods for economical accomplishment of the 
work but also the methods which may be utilized 
to insure that the taxpayer derives every legitimate 
advantage offered by the statutes and the decisions. 
Loose administrative methods, costly in themselves, 
are almost invariably accompanied by excessive tax 
payments which could have been avoided by pro- 
cedures aimed at securing the last ounce of benefit 
to be gained from relief provisions present in the 
statutes. 

The study is based upon an oil pipe line operation. 
In what is to follow the experienced tax man will 
find much that is commonplace. It is presented, 
however, for the reason that from discussion we all 


T * Certified Public Accountant (Oklahoma and Texas), San Antonio, 
exas. 
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gain an occasional idea, and for the further reason 
that multiple taxes are drawing new men into the 
work whose experience with it is limited. 


The pipe line operation, a relatively small one of 
its kind, embraces the purchase of oil from pro- 
ducers at their wells, its transportation by pipe line 
to tidewater, and its sale at that point for loading 
on ocean-going tankers. Actuated by State laws 
governing powers of corporations, common carriers, 
public warehousemen, etc., and by the demands of 
contract relationships and fiscal policy, three corpo- 
rations were formed to conduct various phases of the 
operation. From this it may at first be thought that 
the cost of tax administration was thereby increased 
three-fold, and that the description given here is not 
representative of conditions prevailing in the average 
business operation. The writer believes, however, 
that it is only the occasional business of any magni- 
tude that finds it possible to conduct all of its opera- 
tions through one corporation. The taxes to be 
administered by this pipe line operation are, in part, 
those peculiar to that type of business. Neverthe- 
less, another type of business will have tax laws for 
administration that are peculiar to it, and of prob- 
ably the same or greater burden. Tax administra- 
tion for the operation used here for study, is 
simplified in comparison with others by the fact that 
the three corporations are chartered in the State in 
which operations are conducted; operations are 
purely intra-State; and the State in which they do 
all their business is as yet without some of the varie- 
ties of taxation so common in others, such as sales 
tax and State income tax. Due to the many kinds 
of taxes now current, a “typical” subject for study 
does not exist. No single enterprise is subject to 
all of the taxes, a circumstance from which the 
harassed taxpayer may take some slight comfort. 
In the writer’s opinion, the situation forming the 


basis for this study is simpler than most, rather than 
the contrary. 


Corporation as Taxpayer 
and Tax-gatherer 


OR purposes of tax administration, the pipe line 

operation is, in common with most others, both 
taxpayer and tax-gatherer. In addition, it is required 
to make several varieties of reports in which taxation 
is not a feature, but which are demanded in order 
that governmental agencies may exercise control 
over its operations. This latter type of report is so 
closely related to the tax report that it is prepared by 
the tax department. 


For understanding of the volume of work con- 
nected with tax administration for even so small an 
operation as the one here described, the reports to be 


filed at monthly, quarterly, and annual intervals are 
listed. 
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Number To 
Be Filed 


Reports Required 


Monthly—State 
Monthly Report of Taxable Crude Oil Purchased... 1 
Monthly Report of Tax Free Crude Oil Purchased. 1 
Monthly Report of Crude Oil Purchases, Imports, 
Exports and Sales Cy ere eee nt wer eR Vs 
Report of Crude Oil Transported by Pipe Lines 
and Other Conveyances: ... . qsceos nsec des oaes 
Monthly Pipe Line and Crude Oil Storage Report.. 2 


QOGOCASE: BRIE eos: eis cin dtc le chose euvend, oe Colne iaa Oe Various 
Crude Oil Transportation Tender ................ Various 
Tender Operations Statement and Stock Report.... 2 
State Unemployment Contributions Report........ 3 
Monthly Pay Roll Report ..........:...... 2 
Claim for Refund of Motor Fuel Tax.............. Various 


Monthly—Federal 
Tax on Transportation of Oil by Pipe Line......... 2 
Crude Petroleum Stocks Report 
Crude Petroleum Report 
Tax Withheld by Purchaser of Crude Petroleum... 1 


Employer’s Return Under Title VIII of the Social 
Security Act 


Quarterly—State 


Gross Receipts of Terminal Companies............ 1 
Quarterly—Federal 

Old Age Benefits Tax—Quarterly Summary...... 3 

Old-Age Benefits Tax—lIndividual Report........ Various 

Annually—State 

Annual Peanchise Reports...............000he0s800508 3 

General Property Tax Assessment................. 14 

Intangibles Tax—Pipe Line Companies............ i 

Annual Report—Carriers by Pipe Line............ 1 
Annually—Federal 

Annual Information Returns..................... Various 

Federal Income Tan Metwiws. ..........-.50205505. 3 

Capital Stock Dax Revers... occ echo ccc ease oc “ 


Employer’s Return Under Title IX of the Social 
Security Act .... 


There are sev eral other reports which may be re- 
quired at irregular intervals, like the Federal 929, 
931-a, SS-1, and SS-3.° Omitted from the above list 
are a number of forms of minor importance, such as 
those required in motor vehicle licensing. At the 
time of this writing, the State has not yet completed 
the outline of its procedure for administering the 
Unemployment Compensation Act, which eventually 
may call for reports not indicated above. Without 
considering the Federal 1099 or SS2a, the three cor- 
porations file about 596 State and 132 Federal reports 
each year. Some of the reports are easily prepared, 
only a few minutes being required if the information 
from which they are made is well organized, while 
others require several days in preparation. The 
taxes paid on these returns average something over 
fifty Bate of the net income before taxes. 


The Tax Department’s Place 
In the Organization 


N THE operation here discussed, it was found 

that the tax department’s activities were so inex- 
tricably associated with the Comptroller’s function 
that separation was out of the question. Practically 
all of the data worked with are produced by the 
accounting department. It was found impracticable 
to take “tax questions” to the tax department, for 
the reason that a person unfamiliar with taxing 
methods seldom knows when a “question” exists, 
and in any event cannot present a full statement of 
relevant facts. 
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Through methods described below the work was 
so arranged that all operations of the business come 
under the scrutiny of the tax department, and it is 
charged with responsibility for applying all possible 
tax saving devices of a legitimate nature. The legal 
department cooperates, and is cooperated with 
closely, but responsibility for raising the questions 
and presenting data is primarily that of the tax 
department. 


Time Saving Practices 


T GOES without saying that the tax department 

is furnished with all available tools, such as tax 
services, court and other reports, published editorial 
comment on tax problems and the like. When con- 
sideration is given to the amount of taxes involved, 
the outlay for tax department materials is unimportant. 

Because of the large volume of work to be 
handled, an effort is made to eliminate all features 
which are wasteful of time. Since to file a return 
late (pursuant to an extension) involves correspond- 
ence, the preparation of tentative returns, etc., all 
returns are filed on original due dates in so far as 
practicable. Any deficiencies in returns in relation 
to signatures, supporting schedules, or other items 
are also fountainheads of voluminous correspond- 
ence. The aim is to prepare them in the first instance 
in such fashion that when filed they will stay filed. 
In most cases it has been found easier to comply 
with the requirements of taxing authorities than to 
resist compliance. It is not meant by this that the 
taxpayer-corporations neglect any of their remedies, 
but in some instances information is demanded which 
has little or no relation to the tax being paid and 
relief may sometimes be had if the taxpayer resists. 
Such tilts, when won, are usually found to have 
cost more in time and effort than would compliance 
with the original demand. 


Record Keeping 


The total of the organization for tax administra- 
tion is but the combination of many smaller plans 
for handling individual taxes and reports. The pro- 
cedure has been, in relation to each type of report, 
to study the law, the regulations, and the return form. 
From this study is made a detailed list of all the data 
which will be required to determine whether the tax- 
payer-corporation is liable for the tax, and, if so, 
the extent of such liability; the data which will be 
required for the return; and the data which should 
be present to facilitate review by tax examiners. To 
this list is added the data needed for other purposes 
of management. A style of record is then devised 
which will assemble and present the information in 
accessible form. One or more forms of routine re- 
port may be required from operating departments 
upon which to base the record and from which to 
assemble the information contained in the formal 
books of account. In certain instances, it is even 
necessary to revise the method of operation in order 
that taxes may be properly controlled. It has long 
been an axiom of business that accounting procedure 
must conform to operating conditions. But where 
taxation is concerned it is occasionally necessary to 
cut the operating cloth to fit the tax pattern. 
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In designing records, the cost of preparing data 
under the two traditional methods is always con- 
sidered, and the cheapest, from all standpoints, is 
adopted. In some cases, synthesis is indicated; that 
is, the customary method of assembling detailed data 
in bookkeeping records to show totals which are 
appropriate for the purpose. In other instances, a 
combination of synthesis-analysis-synthesis is indi- 
cated; that is, detailed data habitually assembled in 
totals for one purpose are broken down by analysis 
and reassembled in work sheets for another purpose. 
Any method of record keeping which automatically 
produced all of the information demanded by various 


governmental agencies would be costly in the 
extreme. 


Inaccuracies entering the records are later produc- 
tive of much administrative burden and may result 
in large payments of surtaxes where dividends have 
been predicated upon incorrectly determined net in- 
come. For these and other reasons a detailed audit 
of a continuous nature is conducted by the tax de- 
partment to find discrepancies and correct them 
before harm is done. This is a type of internal activ- 
ity that should be present in any sizable business, 
taxation or no, and by bringing it under the tax 
department two purposes are served. 


The tax department through its auditing work is 
constantly in touch with the record keeping, and the 
records are keystones of the tax department’s activi- 
ties. From them the tax department is kept con- 
stantly informed of the condition and operations of 
the business and plays its part in causing the records 
to conform to tax requirements. Although courts 
have been disposed to look through form to sub- 
stance, they have displayed an inclination to look 
at the form to find the nature of the substance, and 
the record made has too often been regarded as 
reflecting the character of a transaction to permit 
of any neglect. The tax department thus has passed 
under its notice all routine transactions of the busi- 
ness. Of course, transactions of a non-routine na- 
ture are brought to the attention of the tax department 
before they are entered into. There is little that 
any tax department can do with a transaction after 
it is begun, except report it and pay the tax. 


It is important that the record keeping be kept 
sharply up to date in order to accomplish the timely 
filing of returns. Since dividends must now be 
declared, and paid before the end of the taxable year 
(in order to secure the dividends paid credit in com- 
puting corporate surtax on undistributed profits) it 
is essential that the tax department be supplied with 
information indicating the annual profits at a point 
before the end of the taxable year. 


A thorough voucher system is employed and all 
supporting documents are filed in the vouchers. 
This is even extended to include copies of contracts, 
minutes and the like which serve as the basis for 
accounting entries. No transaction is entered on 
the books without proper supporting papers and full 
explanation. Where possible, the computations sup- 
porting book-entries are made in such form that they 
can later be typewritten as schedules for tax returns. 
For instance, the depreciation computation is made 
in exactly the form that will be used in the Federal 
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income tax return and is attached to the voucher 
recording depreciation. When tax returns are be- 
ing prepared, the voucher contents may then be re- 
produced by typewriter to act as supporting schedules 
without additional pencil work by the tax depart- 
ment. The aim is to retain all support for entries 
and, further, to keep it in a place where it will be 
readily available for tax examiners. Much is saved 
in administrative cost if an examiner can find his 
way through the records and out of the office with 
a minimum of assistance from the taxpayer’s staff. 


By careful study of the data necessary for assem- 
bly, as mentioned above, and by causing every record 
to serve its full purpose, it is sought to reduce record 
keeping to the minimum compatible with the ends 
desired. No record is retained which does not serve 
some purpose, either of taxation or management, in 
every one of its features. This may appear as noth- 
ing more than obvious, but changes in operating 
conditions or tax laws frequently render all or part 
of a record obsolete. Frequent reviews of the record 
keeping processes will reveal changes to be neces- 


sary in records which once admirably suited a 
purpose. 


Records more handily lend themselves to their 
uses if they are susceptible of proof in total and 
have been designed with this in mind. The tax 
department in its audit procedure may then prove 
the details of a large number of bookkeeping entries 
by a single computation and tax examiners may do 
likewise, hastening their departure from the premises. 

Generally, disbursements of cash are made against 
“Accounts Payable” or “Accrued Pay Roll,” thereby 
serving some purposes of management, and at the 
same time creating accounts with each person to 
whom payments have been made. Accumulated 
there, in an accessible place, are the data required 
for Federal Form 1099 (Annual Information Return). 

Although a number of auxiliary ledgers have been 
found indispensible, a considerable amount of an- 
alysis is accomplished through the use for some ac- 
counts of multi-columned general ledger sheets. 
With this sheet the total of the account is stated in 
the first column, red and black being used for post- 
ings, and the remaining columns are used for the 
desired classifications, as would be the case in some 
forms of auxiliary ledger. This serves many con- 
venient purposes, the Earned Surplus account, for 
instance, is maintained in such fashion as to show 
the accretion for each year in a separate column, 
adjustments when made being extended to the 
proper year. 

The records are kept on a “tax basis” wherever 
possible. It is not meant to say that management 
and financial purposes are sacrificed to their material 
detriment, and it is, of course, understood that tax- 
able “net income” is not “accounting net income.” 
However, in such a case as where accounting cost 
exceeds tax basis, the two elements are carried in 
separate accounts on the books and the reserves for 
recovery of capital over the life of the property are 
also separately stated. When an item of minor im- 
portance would, by hewing close to the line, take one 
classification for accounting purposes while clearly 
having another for tax purposes, the accounting prin- 
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ciple is stretched to fit. Obviously, this cannot be 
done with items of importance, but the fewer the 
differences between accounting and tax requirements 
the cheaper the administration of the tax depart- 
ment. Some accounts of a contra nature are carried 
on the books even though they have no significance 
from an accounting standpoint, such, for instance, 
as “Surplus of Liquidated Subsidiary” and “Contra 
to Surplus of Liquidated Subsidiary,” both being 
eliminated when accounting statements are pre- 
pared, but at the same time being preserved where 
they cannot be overlooked when tax questions arise. 

As peculiar to this type of enterprise, the pipe line 
operation maintains certain other records which are 
of use in tax administration but which would have 
to be worked out in different form for another kind 
of business. Such are maps of its investment in plant 
to which costs, as shown by the books, are carefully 
keyed. These maps serve as the basis for rendering 
ad valorem tax values in the several counties tra- 


versed, and from them losses by abandonment may 
be ascertained. 


Reporting 


ERTAIN of the routine reports, chiefly those 

filed each month, are prepared in the accounting 
department and are reviewed by the tax department. 
A memorandum of reports to be filed, showing the 
person responsible for preparation and filing of each 
report, is furnished to all concerned. The tax de- 
partment maintains a calendar of maturities from 
which it exercises control, and reviews all returns 
before filing. Having the detailed work done by sub- 
ordinates greatly relieves the tax department. 
Stenographers in the tax department who are some- 
what familiar with the return forms can be of assist- 
ance by filling in some parts of the blanks as they 
type them, such as, “Where Incorporated,” “When 
Incorporated,” “Officers and Directors.” 


Files 


ECAUSE of the many kinds of taxes currently 
to be dealt with, authorities have been hard 
pressed to find names for some of them and have 
adopted designations that are far too long for every- 
day use in the tax department. An example is, “Fed- 
eral tax on transportation of crude oil by pipe line,” 
to be distinguished from a State pipe line tax. The 
use of the number of the form upon which the tax 
is to be reported has provided a convenient short 
name for the taxes and the filing is arranged in that 
manner. The form number appears first upon the 
tab, followed by the name of the tax, the name of 
the taxpayer, and the period reported. For some 
types of simple reports a single file is used for suc- 
ceeding periods. The tax file contains all corre- 
spondence with authorities in regard to the return 
for the period and all payers resulting from subse- 
quent litigation. The file also contains all work 
papers that arose in course of preparation of the 
return. It is intended to make the file a complete 
“case history.” 
Inasmuch as the tax department deals with a large 
number of questions, it is not possible to retain in 
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memory all the factors which were weighed when 
coming to aconclusion. Accordingly, short opinions 
are written and inserted in the file in relation to 
questions considered and a statement is made of the 
decision reached. The statutes and cases, as well 
as the facts relied upon, are set out in detail so that 
when the matter is examined at a later date the 
ground need not be gone over again. 


Examination and Review 


LL OF the tax returns and some of the non-tax 

reports made to governmental departments give 
rise to future visits by revenue agents and other 
reviewers. Although an exact figure is hard to deter- 
mine, it has been estimated that an examiner strug- 
gling with a bad record costs this taxpayer about 
$100 a week as long as he is in the office. If his 
work is quickly and easily done, the taxpayer is 
money in pocket. Several references have been made 
above to the attention that is given to putting the 
record in shape for easy examination. This has paid 
direct dividends to the taxpayer and undeniably im- 
proves relations with the examiner. The mainte- 
nance of a bad record is a decided handicap when 
the burden of proof is on the taxpayer. Examiners 
are so frequently in the taxpayer’s office that a spe- 
cial room has been equipped and set aside for their 
use at a place convenient to the tax department. In 
this room the old records are clearly labeled and 
stored. When an examiner enters the office, a junior 
clerk is assigned to locate records for him. By this, 
and maintenance of as complete records as possible, 
a minimum of interference with office routine is 
encountered. 


Administration of Income 


HEN it is considered that the corporations 

forming the basis for this study pay total taxes 
amounting to over half the net income before taxes, 
the government’s share of income is so important as 
to require first consideration in the administration 
of profits. The tax-gatherer’s portion must be ascer- 
tained and kept in liquid form against his early 
demand for the money. Many taxpayers have made 
avoidable trouble for themselves by investing the 
government’s share of profits in fixed properties in 
the interval between the earning of the profits and 
the dates the taxes became due. The tax depart- 
ment must shoulder an important part of fiscal man- 
agement in this respect. With tax rates at such a 
high point and with so many close questions yet 
unsettled, the tax department will find many oppor- 
tunities for the exercise of discerning judgment. In 
fact, acute financial embarrassment may be the por- 
tion of the taxpayer who does not give the tax factor 
an important place in financial plans. When close 
tax questions arise, it is often good practice to pay 
the tax and then proceed for its recovery. Surprise 
demands for deficiency payments are thus avoided 
ae the taxpayer’s financial affairs kept on an even 

eel. 


(Continued on page 247.) 
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The Income Tax Bible 


F COURSE ability to quote Holy Writ is no 
() proof of piety. On the other hand it has its 

uses. On the evening of February 28 we 
talked to a church forum on Income Taxes, and the 
pastor was so surprised and pleased at the Biblical 
citations we employed, 
that we pass them on to 
our readers for use 
under similar circum- 
stances. 

Of course everyone 
knows that St. Mat- 
thew, having been a tax 
collector, is the patron 
saint of tax collectors, 
although recent prac- 
tice would indicate that 
he has been displaced 
by St. Thomas, the 
great doubter. (John 
XX :25). Taxes of one 
tenth, or tithes are men- 
tioned frequently, (e. g. 
Lev. XXVII:32). This 
was a flat rate income 
tax, which we recognize 
as to principle in our normal taxes, but temper in 
our surtaxes. The tax payer who keeps to the Bible 
will have no trouble in getting the data for his 
return. In Revelation I:11 it says “What thou 
seest, write in a book”; and in Ezra IV:15 “That 
search may be made in the book of records, so thou 
shalt find.” Pay your taxes in full. “Render unto 
Caesar the things which are Caesar’s” (Matt. 
XXII:21). Then when signing the affidavit on the 
return, remember the ninth commandment (Ex. 
XX :16) “Do not bear false witness, that thou mayest 
live long and prosper.” 





LEWIS GLUICK, C. P. A. 
The Shoptalker 


People 


Roswell Magill: What must have been darn near 
the last case he worked on before going to the 
Treasury Department is Standard Refractories 


(373 CCH J 9094). He won it, too. 


Ewing Galloway, N. Y. 


Anonymous: “An auditor in Dallas,. Texas, who 
had audited the books and had prepared the 
return for the fiscal year ended February 28, 
1929.” The foregoing is quoted from the case 
of Kennemer, 35 BTA #62, (373 CCH { 7072) 
as another citation for our campaign for names 
for accountants. Who was he? 


A. W. Currie: The first response to our request for 
literary citation concerning accountants and 
their work came in the form of a copy of the 
CANADIAN CHARTERED ACCOUNTANT, 
in which there was an article entitled “Robinson 
Crusoe, Bookkeeper.” It had to do with a book 
by Daniel Defoe, published in 1727, titled “The 
Complete English Tradesman.” The author of 
the article is A. W. Currie. 


Andy Barr: The only C. P. A. we ever heard of who 
went to Japan with a college baseball team, was 
our host in his YALE University classroom on 
February 22. At lunch the same day, we were 
with, among others, 


John L. Harvey: Who although a C.P.A. out of 
N. Y. U. has his son at YALE. 


Howard Ameli: Well known to tax practitioners 
when he was Federal Attorney in and for 
Brooklyn, was to give a lecture on “law for 
laymen or business law for legal business,” to a 
group assembled at a Madison Avenue (N. Y.) 
restaurant on March first, but was suddenly 
taken sick, so his partner, 


Abner Surpless pinch hit for him. The moral of 
which is, “have yourself a good partner.” As 
witness the following, which makes its con- 
tributor the leading contestant in the “crying 
towel Derby”: 


“Mr. — was summoned for jury duty on March 1. You 
know what excuse he offered. The commissioner of jurors 
had his record, however. Three times, at other times of 
the year, he had pleaded “too busy.” So this time the judge 
not only said ‘NO’! but condemned him to serve a month 
instead of the usual two weeks. But don’t let him have 
the prize. Give the crying towel to me; I have to do his 
work. 

Signed ‘his partner’ ” 


* «K * 





. 
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The following comes from one who wants a towel 
for tears of laughter: 

“Was called in to make up the tax return of another 
Cc. P. A. Till I got the whole story I was paralyzed with 
laughter. The man is widely known; in his particular spe- 
cialty he is tops. But here was his story. ‘1936 is the best 
year I’ve ever had in my practice; moreover I’ve been in 
the market again for the first time in six years. My work 
is not tax work. I’ve had no occasion to learn the new 
laws on capital gains; I can’t even figure my earned income 
credit, and be sure of it. I’ve got plenty of boys working 
for me who could; but even if I wanted to let one of them 
know how much I’d made, I don’t dare let him know that 
| just can’t do the figuring myself.’ But the joke is really 
on me. I’d take for my income (net) what this brother 
CPA is going to pay in taxes.” 


Can Anyone Tie This? 


DON’T know whether this belongs in your 

embarrassing moments or crying towel depart- 
ment,” writes a correspondent, “but it sure is one 
for the book” “For over ten years I’ve annually made 
up the state and federal tax returns for a woman 
of fair means. During all this time I have held her 
up as a model for all clients, even the men. She 
keeps a record of all income and expenses, not ac- 
cording to orthodox double entry, but more than 
adequate. She usually has me do the work the end 
of January; the time she went to Florida she had 
me up at her home the day after New Year’s. In 
other words a model client. No trouble at all. This 
year the middle of Kebruary came around without 
a summons from her. So I inquired. And found, 
believe it or not, that she had been committed to an 
institution for the mentally defective.” 

2 2 


The man who turned up the following human 
interesting item enjoys our perfect confidence, but 
he insisted that we come to his office to see it for 
ourself, since he classified it as one for Ripley. He 
was checking up the books of an executor, and 
among the carefully detailed disbursements of the 
last illness was “Barber & Priest $1.50”. Well, isn’t 
it in the opera the Barber of Seville where the barber 
impersonates a priest? 


The AIA Library 


CCOUNTANTS living or working in N. Y. 

are singularly fortunate in having the Ameri- 
can Institute of Accountants library to go to. It is 
believed to be the largest of its kind in this country ; 
and the Institute generously permits any orderly 
person to use the reading room, though only members 
are granted the circulation privilege. For the small 
practitioner it is invaluable; and even the big firms 
whose private libraries are wonderful to behold, use 
it. However, its use is sadly restricted by its hours, 
which are 9 to 5, with all legal holidays religiously 
observed, and Saturdays closed at noon. The prac- 
ticing accountant makes little money in his office ; he 
must go where the books of account are; and he 
must go during business hours. His research work, 
or necessary reference and comparison of authori- 
ties, would be best accomplished in the evening, or 
at other times when his clients’ places of business 
are closed. Now that the Institute has such a big 
membership, at $25.00 per annum dues, budgetary 
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considerations should be negligible; and the library 
ought to be kept open on all holidays; and in tax 
season at least until nine every night. In fact, we'll 


predict a big jump in metropolitan area membership 
if it is done. 


You Get What You Pay For 


The December 12, 1936 issue of The Accountant, 
of London contains the report of an Irish case 
that is of international interest. A firm of Dublin 
Chartered Accountants were found not guilty of neg- 
ligence. We quote: “The accountants were paid 
£5 annually for the work they did (namely abstract 
from a badly kept book data for income tax pur- 
poses) whereas the auditors who uncovered the de- 
falcation were paid £300.” 

*¢* 


Getting out this shoptalk for April is always the 
most difficult issue of the year. The press deadline 
is the-same as the tax deadline (“Beware the Ides 
of March”) and the quantity of usable material is 
usually at its peak. This year we are lucky. We 
printed the answer to two C. P. A. tax questions 
(December 1936 and February 1937 issues) and got 
requests for more of the same. Then Ben Harrow, 
who is professor of taxation at St. John’s University, 
Brooklyn, went off on a Caribbean cruise, and came 
back so full of vim and vigor that he sat down and 
wrote answers to a half dozen questions culled from 
recent exams., and sent them to us. Lay-dees and 
Gent’mun! We present as our guest conductor Dr. 
Benjamin Harrow, Lawyer and C. P. A. Take it 
away, Doc! 


Ouestion: 
When does a tax become a lien on property? 
Answer: 


Section 3186 of the Revised Statutes makes a tax 
a lien in favor of the United States upon all prop- 
erty belonging to a person liable for taxes. Unless 
another date is specifically fixed by law, the lien 
arises at the time the assessment list is received by 
the collector and continues until the liability is satis- 
fied or becomes unenforceable by lapse of time. The 
gift tax, for example, is a lien for ten years upon 
all gifts, from the time the gifts are made. 


Question: 


When does inheritance, succession or estate tax 
accrue? Against whom is such a tax chargeable 
under the Federal estate tax law? If this be differ- 
ent under the State statutes, explain. 


Answer: 


The Federal Estate tax accrues on the due date, 
which under the Revenue Act of 1935 is fifteen 
months after the death of the decedent.? This ap- 
plies to estates of decedents dying after August 30, 
1935. Under the earlier acts it was one year after 
the death of decedent. The Board of Tax Appeals 
has held in one case that the Federal estate tax 
accrued immediately upon death.* This decision is 
clearly in conflict with the Supreme Court rule.‘ 


1 Section 510 Revenue Act of 1932. 


2 Section 203 (a) Revenue Act of 1935. 
3 Ernest M. Bull Exec., 7 B. T. A. 993. 
4U. S. v. Woodward, 256 U. S. 632. 
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The tax becomes a debt due the United States 
from the estate, for which the estate is liable. The 
executor may be personally liable for the tax. Un- 
der Revised Statutes, Section 3467, the executor is 
answerable in his own person, to the extent of debts 
paid others, if the estate tax is unpaid. Even though 
the Estate Tax does not accrue until the due date, 
it is nevertheless a lien upon the gross estate of the 
decedent as of the date of his death, since the tax 
becomes a liability as of that date.* For the reason 
that the tax is a lien on every part of the gross 
estate, a transferee of the assets of an estate may 
be held liable for unpaid estate taxes to the extent 
of the value of property received by him.® 


State Statutes may have a different rule. The 
State may look primarily to the decedent’s personal 
representative and to the estate for the payment of 
the transfer of inheritance tax, or it may look to 
the beneficiary. This depends upon whether the 
state considers the inheritance tax as one upon the 
right of the beneficiary to receive the property or 
one upon the right of the decedent to transmit the 
property. 

The Treasury Department has ruled that the ac- 
crual dates of state succession, legacy or inheritance 
taxes shall be the due date except as otherwise pro- 
vided by the law of the jurisdiction. The New York 
Estate Tax, for example, is due and payable at the 
time of the decedent’s death.” 


Question: 


As to method used in the valuation of inventories 
in determining income under the Federal Revenue 
Acts, what are the two fundamental requirements? 


Answer: 


Section 22 (c) Revenue Act of 1936 provides two 

tests to which each inventory must conform: 

1. It must conform as nearly as may be to the 
best accounting method in the trade or busi- 
ness, and 

2. It must clearly reflect income. 

The second rule emphasizes the element of con- 
sistency from year to year, rather than to any par- 
ticular basis of valuation. 


Question: 


Under the income tax provisions of the Federal 
Revenue Acts, when the method of valuation used 
is cost or market whichever is lower, on what part 
of the inventory is there an important exception? 


Answer: 


Article 22 (c)-2, Regulation 94 permits an excep- 
tion to the basis of valuation of inventories at cost 
or market whichever is lower in the case of goods 
unsalable at normal prices, or unusable in the normal 
way because of damage, imperfections, shop wear, 
changes of style, odd or broken lots, second hand 
goods taken in exchange, etc. Such items in an 
inventory may be valued at bona fide selling prices 
less direct cost of disposition, or upon a reasonable 
basis taking into consideration the usability and the 
condition of the goods. 

5Section 315 (a) Revenue Act of 1926, Reg. 80 Article 88; also 
Rosenberg v. McLaughlin, 66 F. (2d) 271. 


® Section 316 (a) Revenue Act of 1926. 
™Section 249z Article 10 (c) of Tax Law. 
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Question: 

A taxpayer in 1931 purchased 500 shares of stock 
at $125. a share, and in 1934, by reason of the own- 
ership of such stock, received 500 rights entitling 
him to subscribe to 100 additional shares at $100. a 
share. Upon issuance of the rights each of the 
shares of stock in respect of which the rights were 
issued had a fair market value of $120., and the rights 
had a fair market value of $3. each. The taxpayer 
exercised his rights to subscribe to the additional 
shares. Later, he sold one of such shares for $140. 
Compute his taxable gain on the sale, or state the 
rule applicable to the case. 

Answer: 
The profit is computed as follows: 
500 (shares) X $125 = $62,500, cost of old stock 


(stock in respect of 
which the rights were 





issued). 
500 (shares) X $120 = $60,000, market value of 
old stock. 
500 (rights ) X $3 = $ 1,500, market value of 
rights. 
60,000 
of $62,500 = $60,975.61, cost of old 


61,500 stock apportioned to 
such stock after issu- 
ance of rights. 


1,500 





of $62,500 $1,524.39, cost of old stock 
61,500 apportioned to rights. 

$1,524.39 (cost of old stock apportioned to rights) 
+ $10,000 (subscription price of additional shares) 
= $11,524.39, basis for determining gain or loss from 
sale of additional shares. 

$11,524.39 — 100 = $115.24, basis for determining 
gain or loss from sale of each share of additional 
stock. 

$140. (proceeds of sale of share of additional stock) 
less $115.24 = $24.76, profit. 

The basis for determining the gain or loss from 
subsequent sale of the stock in respect of which the 
rights were issued is $60,975.61 — 500, or $121.95 a 


share. 
Cost Accounting 


HE following letter was received recently by a 
dealer in rare books, in Connecticut B. i. o. n. the 
writer of the letter is not a Scot. 


“The book is on its way back to you. We have both 
been put to a lot of needless effort by your failure to under- 
stand my simple instructions, namely: ‘Let me know what 
the book will cost.’ A penny postal would have sufficed for 
that; and another card would have carried my rejection. 
As it is, look at the account: 


Two letters from you to me, and my replies @ 3¢....12¢ 
Carrying charges, 15¢ each way .................... 30¢ 
PE oo 8 ony ca Sots praises Siverd waacd Mace 42¢ 
RE AMI 56 cs ams ie cent ars RN 2¢ 
Wasted by: You en eee ee 35¢ 
SER ere ere ee _ 
Beth ....-.. ... OP” 


Our regular readers know Philo’s pet theory; the 
philosophy which looks upon life as a double entry 
account, with debits exactly equalling credits. The 
above seems to support the theory. The dealer and 
his irate customer lost. But we gained a heck of a 
good item with which to sign off. 








FEDERAL REGULATION OF 
FAMILY SETTLEMENTS 


Roswell Magill, Professor of Law, Columbia 
University School of Law 


4 University of Chicago Law Review, Feb- 
ruary, 1937, p. 265-280; also, 43 Journal 
of Accountancy, January, 1937, 

p. 40-54 

When the constitutionality of the Fed- 
eral inheritance tax act came before the 
Supreme Court in Knowlton v. Moore, 178 
U. S. 41, the first question considered by 
the Court was: 

Can the Congress of the United States levy a 
tax of that character? The proposition that it can 
not rests upon the assumption that, since the trans- 
mission of property by death is exclusively subject 
to the regulating authority of the several states, 
therefore the levy by Congress of a tax on in- 
heritances or legacies, in any form, is beyond the 
power of Congress, and is an interference by the 
national government with a matter which falls alone 
within the reach of state legislation. 

The Court concluded that the point was 
without merit. A similar question was 
raised as to the 1916 law, the first of the 
current series of Federal taxes on transfers 
at death. The Court again upheld the tax- 
ing power, in New York Trust Co. v. Eisner, 

256 U. S. 345, citing Knowlton v. Moore. 
The Court said this kind of a tax “has 
ever been treated as a duty or excise, be- 
cause of the particular occasion which 
gives rise to its levy.” Thus was estab- 
lished, on strong doctrinal grounds, the 
power of Congress to tax successions. The 
Treasury, however, does not seem to have 
extended its studies of the tax beyond its 
revenue potentialities; and great as these 
may be, they are secondary to its social 
and economic consequences. 

The estate tax imposed by the 1916 act 
was a comparatively simple affair. The 
gross estate was held to include property 
of the decedent subject to the payment 
of charges against his estate and adminis- 
tration expenses; property transferred in 
contemplation of death, and transfers in- 
tended to take effect in possession or en- 
joyment at or after death; and property 
held in joint tenancy or in a tenancy in 
the entirety. More far-reaching changes 
were made in the course of the twenty 
years after 1916, in greatly increasing the 
detail and the scope of the subdivisions 


which subjected designated inter vivos 
transfers to the estate tax. Congress 
successively plugged various loopholes 


which permitted several forms of quasi- 






















































testamentary transfers to go tax-free. The 
gross estate was made to include, in addi- 
tion to the transfers specified in the 1916 
act, transfers subject to a power in the 
decedent alone or in conjunction with 
another to alter, amend or revoke; prop- 
erty passing under a general power of 
appointment exercised by the decedent; 
and the proceeds of life insurance policies 
_ out by the decedent upon his own 
ife. 


The increase in estate-tax rates did not 
go along with the extension of the scope 
of the act. In 1924, as the result of com- 
plaints directed at the Federal govern- 
ment’s invasion of this field of taxation, 
a provision was introduced giving a credit 
for state inheritance and estate taxes paid, 
in an amount not to exceed twenty-five 
per cent of the Federal tax. The amount 
of the credit was increased in 1926 to 
eighty per cent, coincident with a reduction 
in Federal rates. But the necessities of 
the depression ended this strategic retreat 
by Congress. In 1932, the states having 
largely adjusted their rates to equal the 
Federal credit exactly, an additional Fed- 
eral estate tax was imposed, to which the 
credit was inapplicable. These additional 
rates were increased in 1934 and 1935. The 
sanctions of the present provisions of the 
estate tax and gift tax operate most notably 
in the cases of large estates, and relatively 
slight in the case of small estates. 


A survey of the present status of estate 
and gift taxation in this country leads to 
two general conclusions: first, that Federal 
taxes are a dominant factor in regulating 
the form of property dispositions by in- 
formed persons possessing large wealth; 
and second, that Congress has strongly 
encouraged inter vivos gifts, and particular 
kinds of inter vivos gifts. Small annual 
gifts of not to exceed $5,000 to any one 
person are markedly encouraged by a com- 
plete exemption from gift taxation. By the 
same token, gifts to several members of the 
family, rather than to one are encouraged. 
The Treasury and Congress quite strongly 
urge the owner of an estate to give away 
the greater part of it during his life; the 
amount he is urged to give away varies 
with the size of his estate. Unless he gives 
away some of his property while he lives, 


cumulative gift-tax exemption, as well as 
the $5,000 annual exemption for individual 
gifts just referred to. The government also 
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he throws away the benefit of the $40,000 


















































strongly encourages inter vivos gifts through 
the steeply graduated income-tax rates, 
and the provisions for separate returns by 
husband, wife and children, of the income 
from individually owned property. Since 
the gift tax is payable in the present, and 
the estate tax in the future, it may be urged 
that their rates cannot be accurately com- 
pared without the calculation of compound 
interest on the amount of the gift for the 
period of the donor’s expectancy, and that, 
with this necessary correction, the dis- 
crepancy in rates tends to disappear. 
Nevertheless, the actual incentive towards 
gifts seems to remain, as the Treasury re- 
ceipts show. The gifts are apt to be made 
to members of the family; and the income 
from the donated property may very well 
be used for expenditures which the donor 
would otherwise meet. The capital used 
to pay the gift tax may or may not have 
been income-producing. In any event, the 
loss of income to the donor will be re- 
stored in large part by savings in income 
taxes and in the estate taxes which would 
apply to any accumulation of income added 
to the estate. Hence the comparison of 
the effective rates, without interest, prob- 
ably indicates the extent of the encourage- 
ment of gifts, nearly, if not quite as well 
as the comparison in which interest is taken 
into account, 


Although the law tends to encourage 
gifts as contrasted with testamentary 
transfers, it also strongly encourages 
transfers in trust as contrasted with out- 
right gifts. Some of the supposedly tax- 
saving trusts of the last decade—trusts 
wherein the settlor reserved the power of 
control—have been markedly discouraged 
by Congress through the imposition of both 
a gift tax and an estate tax in respect of 
the transfer of the property. Property 
passing subject to a power of appointment 
in the legatee or devisee is taxable in the 
estate of the donor of the power. If the 
power is general, its exercise by the donee 
by will subjects the property to a second 
estate tax. Although the distinction is per- 
haps a logical one in the case of an estate 
tax, the form of the provision strongly 
discourages the grant or the exercise by 
will of general powers, and encourages the 
use of special powers instead. The time- 
honored joint tenancy and tenancy by the 
entirety, created by gift, have also been 
given a body blow. The donor is subject 
to gift tax upon the value of the interest 
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transferred, and if he dies before the donee, 
the entire value of the property is included 
in his gross estate. A credit for the gift 
tax may be obtained, but this credit is 
inadequate. Thus, the creation of joint 
tenancies is discouraged. 

Congress has encouraged decedents to 
carry insurance for named beneficiaries 
through the device of an additional estate- 
tax exemption of $40,000, though it has 
not yet seen fit to encourage insurance to 
pay estate taxes. Congress has also sub- 
sidized gifts inter vivos to charities, educa- 
tional and religious institutions, and certain 
public organizations, by allowing a deduc- 
tion for income-tax purposes as well as 
for gift-tax purposes. Bequests to the 
designated organizations are free from 
estate tax, but do not affect the income 
tax either of the decedent or of his estate. 
A gift, on the other hand, in the case of 
a wealthy donor will largely consist of 
funds which would otherwise go to the 
Treasury. Congress has done what it can 
to encourage the breaking up of large 
fortunes, by income tax and estate tax 
rates of exceptional severity in the upper 
brackets. 


STATE JURISDICTION TO TAX DIV- 
IDENDS AND STOCK PROFITS 
TO NATURAL PERSONS 


Arthur Leon Harding, Professor of Law, 
University of Idaho 


25 California Law Review, January, 1937, 
p. 139-169 


Intangible property interests are difficult 
to fit into a territorial scheme of law. 
The intangible tax decisions of 1930-32 
settled some problems, but raised others. 
The cases established that physical power 
was no longer sufficient to support a tax 
on intangible wealth. We must now choose 
between taxation at the domicil, based 
upon the mobilia maxim, and taxation in 
a non-domiciliary state, upon a_ theory 
of business situs, that the wealth had in 
some way become dissociated from the 
person and residence of the owner and 
had become associated with an integral 
part of the wealth in the taxing state. It 
appeared that taxing jurisdiction was not 
to be explained on the basis of the legal 
relationship between the taxing sovereign 
and the thing taxed, but rather upon the 
economic relationship between them. If 
the wealth taxed was usefully employed 
within a state, if it had become an in- 
tegral part of the composite wealth within 
that state, if it was functioning as a part 
of the economic organism centering in 
that state, or if it was held at rest in that 
state for the purpose of receiving some 
benefit flowing from the activities of the 
economic group constituting the state, then 
it was taxable in that state. This same 
doctrine of economic situs for taxation, 
tagged for convenience “situs by integra- 
tion,” was found in decisions relating to 
taxes upon persons and taxes upon the 
doing of acts. Under this doctrine, domicil, 
a legal relationship between sovereign and 
the owner of the wealth, would not be 
sufficient to establish taxing jurisdiction. 
The domicil, as such, could tax only where 
the wealth was found not to have acquired 
a situs by integration in some place. On 
such an analysis, the prediction was made 
that business situs cases and others resting 
upon a similar doctrine would not be 
affected by the 1930-1932 decisions, and that 
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ultimately they would prevail over claims 
of a right to duplicate taxation at the 
domicil. 

The ultimate solution is yet to be deter- 
mined. A subsequent opinion reiterates 
the right of the domicil to tax intangibles 
not shown to have acquired a situs by 
integration elsewhere. A more recent de- 
cision makes it clear that the 1930-32 cases 
detract in no way from the right of the 
non-domiciliary state to tax locally in- 
tegrated intangibles. 

Applying the decided cases and the prin- 
ciples above enunciated to the taxation 
of corporate stock, the following principles 
may be laid down: 

(1) The state of incorporation as such 
may levy neither an ad valorem nor an 
inheritance tax upon shares of stock owned 
by a nonresident. 

(2) An ad valorem or inheritance tax can- 
not be levied by a state upon the non- 
resident owners of shares in a foreign cor- 
poration merely because the corporation 
owns property or has a place of business 
within the state. 

(3) An ad valorem or inheritance tax 
cannot be levied by a state upon the non- 
resident owner of shares of a foreign cor- 
poration merely because the physical evi- 
dence of the stockholder’s interest is found 
within the state. 

(4) Shares in a foreign corporation, owned 
by a nonresident, may be so employed 
within the taxing state as to acquire a 
situs by integration or business situs, and 
thus be subject to ad valorem or inheritance 
taxation within that state. 

(5) Shares in a corporation, foreign or 
domestic, may be taxed at the domicil of 
the shareholder regardless of where the 
certificates or other physical evidence may 
be, so long as it does not appear that the 
wealth represented thereby has acquired a 
situs by integration in some other place. 

(6) The state of incorporation as such 
may levy a simple excise or stamp tax, 
such as the conventional stock transfer tax, 
upon each change of ownership of shares 
in such corporation. 

(7) A stock transfer tax may be levied 
by a state other than the state of incor- 
poration where the actual act of transfer 
of the stock, such as the delivery of the 
certificate or the making of appropriate 
entries in the stock transfer records, occurs 
within the territorial limits of the state. 

The situation with respect to the state 
taxation of income is similar in confusion 
to that with respect to the taxation of 
intangibles prior to 1930. In deciding tax- 
ing jurisdiction issues, the Supreme Court 
of the United States has rightly refused 
to be bound by the legislative tag attached 
to the exaction under review. A tax upon 
the person of the owner “measured by 
property,” is held to be a tax upon the 
property. An inheritance tax upon the 
“privilege of transmitting from the dead 
to the living” or upon the “privilege of 
inheriting’ is held to be a tax upon the 
corpus of the estate. 

In passing upon the constitutionality of 
state income tax legislation, the Supreme 
Court has directed little attention to whether 
the state considers the exaction an excise 
or a property tax. Instead, the jurisdic- 
tional issues have been decided on the 
assumption that the income tax is 
generis. In the first place it seems beyond 
dispute that a state may tax income de- 
rived from sources within the state, re- 
gardless of where the recipient may reside. 


particular income in question, 
task is to assign to this source a taxable 
situs. 
services performed wholly within a single 
state, the income has its source within the 
state and is there taxable. 
arises from the employment of tangible 
property within a single state, the income 
has its source in, and is taxable in that 
state. 
a single state, the same result follows. In 
many cases, however, the source must be 
said to have an orbit rather than a situs. 
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There is, however, the problem of defining 
and locating the source. 
doctrine requires that we draw a distinction 
between the immediate source of the in- 
come with respect to a particular recipient, 
and what might be called the ultimate 
source of the same income. 
of income assigns as the source of income 
that legally created property interest owned 
by the recipient himself and without which 
he would not receive this benefit, as for 
example, shares of stock in a corpcration, 
may be the source from which he receives 
income. 
mediate source of income to the recipient. 
The ultimate source is to be found one or 
more steps back in the process where the 
new wealth was first called into existence. 
The cases dealing with taxation of income 
accruing to a nonresident from a source 
within the state are dealing with the im- 
mediate source rather than with the ulti- 
mate source in the economic sense. 


Accepted legal 


The recipient 


This share of stock is the im- 


Having fixed upon the source of the 
the next 


If the income arises from personal 


If the income 


If the two things are combined in 


No one state can claim to have within its 


borders the source of the entire income. 
Yet each state is entitled to tax the income 
in the proportion in which it may properly 
be said to have a local source. 


When the immediate source of income 


is intangible property, the problem of lo- 
cating the source in space becomes difficult. 


It is, however, no different in kind from 
that of assigning a taxable situs to intan- 


gible property for purposes of ad valorem 


or inheritance taxes. We find a similar 
situation with regard to corporate stock. 
There is in the beginning, an income to 
the corporation, taxable to the corporation 
at its place or places of business and in 
whole or in part at the state of incorpora- 
tion. A part of this income is in turn 
passed on to the shareholder in the form 
of dividends. As such it represents in law 
an income to the shareholder quite dis- 
tinct from the income to the corporation. 
The source of the income to the share- 
holder is the corporate stock. For a state 
to claim the right to tax the income on a 
theory of local source, it would have to 
establish that this immediate source, the 
corporate stock, is within its taxing juris- 
diction. If this analysis be correct, a divi- 
dend representing income to a nonresident 
shareholder would not be subject to in- 
come taxation by a state claiming on the 
ground that it is the state of incorporation, 
or that the corporate business or property 
is located therein. In the matter of profits 
resulting from the sale of stock, the situ- 
ation is a bit different. Capital gains re- 
sulting from the sale of wealth are often 
thought of as income derived from the 
wealth sold. The source of the income 
would thus be located at the situs of the 
property sold. This is but a partial truth. 
A great deal of the income may be due to 
manufacturing or other process in some 
other place. If this be the case, this must 
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be deducted from the taxable income at 
the place of sale, either through actual 
measurement or through an apportionment 
formula. Furthermore, a measure of the 
profit may be due to personal skill of the 
seller, such as bargaining, in some other 
place. If the property sold is not within 
the state, and if the sales transaction is not 
within the state, it would seem clear that 
the state cannot claim the right to tax 
the capital gain on any theory of source. 
It would follow that a profit realized by 
the sale of a debt would not be taxable 
at the domicile of the debtor as such. It 
would also follow that a profit realized 
from the sale of corporate stock would 
not be taxable by the state of incorporation 
as such, or by a state on the claim that 
the corporate property or business is lo- 
cated therein. 

Since it is clear that shares would be 
taxable at their business situs, irrespective 


of the domicile of the owner, it would seem 
to follow that this same state of business 
situs could levy an income tax upon the 
dividends paid upon the shares. In such 
a case the source of the income is within 
the taxing state. The same state could 
tax gains resulting from the sale of the 
shares, subject to the same personal skill 
factor mentioned above. 

Most income tax statutes purport to tax 
resident individuals upon all income re- 
ceived, regardless of source. Some statutes 
make similar claims with respect to taking 
the entire income of domestic corporations. 
If ultimately we decide that the income 
tax is nothing more than another type 
of property tax upon the source of the 
income, jurisdiction over the source of the 
income would confer exclusive jurisdiction 
to tax the income therefrom. If we are 
concerned with a special tax upon income 
from intangibles in lieu of the ordinary 
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ad valorem taxes, the same jurisdictional 
basis would be required as is required for 
the ad valorem tax itself. If we decide 
that the income tax is a property tax upon 
income as property, the domiciliary state 
will have to forego its claim to all income 
and be content to tax the income from 
sources to the extent that such income 
acquires a taxable situs within the state. 
This likewise would eliminate most of the 
overlapping claims. Suppose, however, that 
we think of the tax as sui generis, or as 
a personal tax, as an excise on the receipt 
and enjoyment of the income? On the basis 
of this reasoning, some cases announce 
without hesitation that the domicile may 
tax the income in its entirety. If we are 
to choose between taxation of income at 
the source and taxation of the same in- 
come at the domicile of the recipient, the 
claim of the source is difficult to ignore. 


Rulings of the Bureau 
of Internal Revenue 


Revenue Act of 1926 


Stamp Taxes—Sales or Transfers Not Subject to Tax.— 
Transfers of corporate stock from the name of a guardian 
to the name of a ward in the States of Alabama, California, 
Illinois, Michigan and Washington are not subject to stamp 
tax.—S. T. 855, X VI-6-8534 (p. 14). 


Revenue Acts of 1932, 1934 and 1936 


Gross Income—Inclusions.—Earnings of a domestic 
building and loan association credited to the account of a 
shareholder prior to the conversion of such an association 
into a Federal savings and loan association are subject to 
normal tax and surtax, but earnings credited subsequent to 
the conversion of such an association are subject only 


to surtax.—I. T. 3050, X VI-7-8540 (p. 2). 


Revenue Act of 1934 


Deductions from Gross Income—Taxes Generally.—The 
tax on transfers of silver bullion imposed by Title VIII, 
Schedule A, subdivision 10 of the Revenue Act of 1926, as 
added by section 8 of the Silver Purchase Act of 1934 (48 
Stat., 1178) is not deductible for Federal income tax pur- 
poses.—I. T. 2899 (CB XIV-1, 67) revoked. I. T. 3049, 
XVI-6-8531 (p. 4). 


Income for Benefit of Grantor.—Where by the terms of 
a trust the grantor divests himself of the substantial inci- 
dents and attributes of ownership in the corpus of the 
trust and the only interest in the income reserved to him 
is that it shall be paid to him if he survives the beneficiaries 
of the trust, and where no part of the income currently dis- 
tributable to the beneficiaries may be accumulated for fu- 
ture distribution to the grantor, the trust income is not 
taxable to the grantor under section 166 of the Revenue 
Act of 1934, and no part of the income of the trust is tax- 
able to the grantor under section 167 so long as a benefi- 
ciary is living —G. C. M. 17741, X VI-6-8532 (p. 5). 


Revenue Act of 1936 


Credits in Connection with Contracts Restricting Pay- 
ment of Dividends.—An agreement entered into in March, 
1936, between the M Corporation and the Reconstruction 
Finance Corporation which did not “become binding upon 
the parties thereto” until the first advancement on a loan 
was made by the lender in July, 1936, is not a written con- 
tract executed prior to May 1, 1936, prohibiting the pay- 
ment of dividends within the meaning of section 26(c)1 of 
the Revenue Act of 1936.—I. T. 3051, X VI-7-8541 (p. 3). 


Deductions from Gross Income—Contributions or Gifts 
by Corporations.—Contributions made by the M Company, 
a domestic corporation, to the O Company, also a domestic 
corporation, the funds of which are used for charitable pur- 








poses in a foreign country, are allowable as a deduction 
from gross income under section 23(q) of the Revenue Act 
of 1936, subject to the 5% of net income limitation con- 
tained in that section —I. T. 3048, X VI-6-8530 (p. 3). 


Imposition of Tax—Beneficial Trust—Divorcee.—Where 
a husband created a trust in favor of his wife who divorced 
him shortly thereafter, the income of the trust payable to 
the wife subsequent to the husband’s death is taxable to 
her and not to the estate of the husband—I. T. 3055, 
X VI-9-8568 (p. 2). 


Tax on Net Income from Certain Sources—Definitions. 
—Amounts of Federal processing taxes contingently cred- 
ited prior to June 1, 1936, by the M Company to its cus- 
tomers are not deductible in determining “selling price” 
as defined in section 501(f)3 of the Revenue Act of 1936.— 
I. T. 3054, X VI-7-8554 (p. 21). 


Withholding Tax at Source.——Where stock of a domestic 
corporation is owned jointly by a non-resident alien and 
his wife, a citizen of the United States resident in a foreign 
country, the dividend paying corporation will be required 
to withhold the tax at 10 per cent only from that portion 


of the dividend paid to the nonresident alien husband.—I. T. 
3053, X VI-7-8543 (p. 5). 


Social Security Act 


Collection and Payment of Taxes.—Under Title VIII of 
the Social Security Act taxable wages must be reported in 
the return for the month in which actually or constructively 
paid even though earned in a prior month. 


Wages earned prior to January 1, 1937, are not taxable 
under Title VIII of the Social Security Act even though 
paid on or after that date.—S. S. T. 91, X VI-7-8547 (p. 14). 


Definitions.—State banks organized under the general 
banking laws of the State of Rhode Island are not instru- 
mentalities of the State within the meaning of sections 
811(b)7 and 907(c)6 of the Social Security Act. If, how- 
ever, such banks are members of the Federal Reserve Sys- 
tem, they are instrumentalities of the United States within 
the meaning of sections 811(b)6 and 907(c)5 of the Act.— 
S. S. T. 88, X VI-6-8536 (p. 16). 


Definitions—Employees.—Where the M Company man- 
ages improved real estate as agent for the owner thereof, 
hires employees on behalf of the owner, and pays such em- 
ployees out of the owner’s funds in its possession, the 
owner of the property is the employer within the meaning 
of Title VIII and IX of the Social Security Act—S. S. T 
92, XVI-7-8548 (p. 15). 


Definitions—Excepted Services.—The taxing provisions 
(Titles VIII and IX) of the Social Security Act may not 
by administrative practice be extended to apply to classes 
of employers and employees which are excepted by such 


provisions.—S. S. T. 106, X VI-9-8573 (p. 10). 
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ALABAMA 
May 1 | . 
Franchise Tax—Domestic and foreign corporations 
are allowed 30 days after the Ist day of April 
within which to pay the annual franchise tax to 
State Tax Commission; if delinquency in pay- 
ment of the franchise tax continues after May 1, 
a penalty of 1 per cent for each month or part 
thereof that the tax remains unpaid after the 
beginning of the delinquent period is imposed. 
May 20-——— a 
Coal and iron ore mining—monthly report and tax 
due. 
Gasoline tax—monthly report and tax due. 


Lubricating oils tax—monthly report and tax due. 
Sales tax—monthly return due and tax payable 
on or before this date. 
ARIZONA 
May 1- 


a 
- erty taxes assessed between the first Monday 
January and this date. 
First Monday— 
Second half of real estate and secured personal 
property taxes delinquent. 





May 5—— ' 
Alcoholic beverage licensee’s report due. 
May 15 7 : 
Gasoline distributors’ and consignees’ reports and 
taxes due. 


Gross income tax report and payment due. 
Motor vehicle carrier report and tax due. 
May 20— : 

Gross income tax delinquent. : 
Motor vehicle carrier report and tax delinquent. 
Property tax returns due upon 10 days’ demand 
between first Monday in January and this date. 
May 25——— 
Motor fuel carriers’ 





reports and any tax due. 


ARKANSAS 
May 15—— 
Monthly sales tax report and remittance due. 


CALIFORNIA 


ae — 
asoline tax due; distributors required to make 
physical inventory. _ : 
Motor vehicle registration and license fees reduced 
to 8/12 of annual rate. 
First Monday ; 
Lien of property taxes attaches in fourth class 
cities. 
May 5 
Fish packers’ 
May 10— ; 
Alcoholic beverages (manufacturers and 
ers) monthly report and tax due. 
Cattle transporters’ monthly reports due. 
Horse, mule or burro transporters’ monthly reports 
due. 
Kelp monthly report due. 
Kelp privilege tax due. 








monthly reports due. 





import- 








Petroleum and natural gas companies’ monthly re- 
ports due. 





Extracts from tax calendars in The Corporation Trust Company's Corporation Tax Service, 
published by Commerce Clearing House, Inc. 





May 15 
Gasoline distributors’ returns due. 

May 30 
Imitation dairy products monthly reports due. 
Slaughter house monthly reports due. 





COLORADO 
May. 
Employment agencies must file a report with the 
deputy state labor commissioner monthly. 
May 1 
Annual corporation license fee (franchise tax) 
required of all corporations is due on or before 
this date. 
Fiscal year for purposes of the annual corporation 
license fee (franchise tax) begins this date. 
Persons having no property to return but receiving 
a blank from the assessor must make a sworn 
statement and file same before this date. 
The register of state board of land commissioners 
shall furnish to the county assessor of each 








county a list of equities owned or acquired in | 


all state lands sold. 
May i0-—— 
Class A private carriers must file a report and 


pay tax for preceding month, on or before this 
ate. 


Motor vehicle carriers must file a report and pay 
the tax for the preceding month, on or before 
this date. 

May 15 





Coal miner owners report due on this date. 

Retail sales tax return and tax due. 

Use tax return due. 

May 20—— 

All property tax returns, where property is actu- 
~ returned, must be filed on or before this 
ate. 

Class A private carriers notified of tax due, on or 
before this date. 

Motor vehicle carriers notified of tax due, on or 
before this date. 

May 25—— 

Coal mine owners royalty tax due on or before 
this date. 

Gasoline distributors statement to state oil in- 
spector due on or before this date. 

Gasoline tax due on or before this date. 

Report of motor fuel deliveries made during the 
preceding month required of all common car- 
riers on or before this date. 


CONNECTICUT 
May 1 
Alcoholic beverage gross receipts tax, quarterly 
return and payment due. 
Amusement park license fees due. 
Assessment date and lien date in city and town of 
Waterbury. 
Dairy products production and distribution regis- 
tration required during May. 
Gasoline tax due from distributors. 
May 10 
Theatre reports due. 
May 15 
Gasoline distributors’ report due. 
May 31 
= distributors’ monthly (inventory) report 
ue. 
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DELAWARE 
May 1—— 
Monthly alcoholic beverage report due. 
Sussex County property taxes payable. 
Wilmington city and school taxes “delinquent” 
and suit may be instituted. 
First Monday—— 
Annual statement of steam, gas, and electric com- 
oe due. 





Ma 

» Mo filling station report due. 

Last day to file alcoholic beverage report. 
May 31 

Gasoline tax report and tax due. 





DISTRICT OF COLUMBIA 





May 10 
Alcohol beverage statements due. 
May 31 
Monthly gasoline tax report and tax due. 





FLORIDA 





May 10 
Gasoline inspection fees and reports due. 
Lime kiln reports and fees due. 
May 15—— 
Chain store monthly reports and gross receipts 
taxes due. 
Gasoline sales and storage reports and taxes due. 
May 31 
a transportation company mileage tax reports 
ue. 
Fresh water fish dealers’ reports due. 





GEORGIA 





May 1 
Annual report of oyster and shrimp dealers due. 
Insurance companies’ annual report due. 

ante day for filing general property tax returns. 
ay 5 
Dealers and distributors of oysters and shrimp 

reports due. 

May 10 
Boards of county tax assessors meet within ten 

days from date of closing of tax returns to 
inapent said returns. 

May 1 
Annual report of oyster and shrimp dealers—last 

day for filing. 

~— 20——— 

asoline reports and taxes due. 

May 30—— 

Motor carriers monthly report due. 








IDAHO 
May 1 
Every mining company must, between the Ist 
day of January and the Ist day of May in each 
year, make out a statement of the net profits 
derived from mining to the assessor of the 
county in which the mines are situated. 
May 10 
Beer excise tax report due. 
Monthly report of dealers in dairy products sub- 
stitutes due. 
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May 15——. 

Electric light and power companies’ report and 
kilowatt tax due. 

Gasoline dealers’ report and tax due. 


Report and license tax of electric generating com- | 
panies due. 


Retail sales tax and return due. 





ILLINOIS 


May 1 
Cook County second 


taxes, for the year 1933, delinquent on May 1, 
1935. 





installment of real estate 


May 5 

Cold storage warehouse monthly report of food 
held in storage due. 

May 15— 

Alcoholic beverage tax return of manufacturers 


and importing distributors due between Ist and 
15th of each month. 


Petroleum products inspection fees for March due. 








due. 
May 20 ae 
Last day for distributor of motor vehicle fuel to 
make monthly return and to pay tax. 
Last day for non-distributors to file monthly motor 
vehicle fuel report and to pay tax. 
Last day for registered brokers to make return of 
sales of motor fuel. 
May 30—— F 
Last day for carriers to file monthly report of 
motor fuel delivered previous month. 





Wholesale fish market and dealer’s report of fish | 


taken within waters of state due. 
May 31 c 2 
Personal property tax returns including capital 
stock returns of corporations, must be filed be- 


tween April 1 and June 1, when required by 
the assessor. 





INDIANA 


a 1—— 
mployment agency reports due. 
Private car company returns due. 
Semi-monthly payment of excise taxes 
products and alcoholic beverages due. 
First Monday. 
First half of property taxes delinquent. 
Report of mortgage indebtedness due. 
First Week 
State Board of Tax Commissioners considers steam 


on malt 








railroad company assessments the fifth week of | 


the first session, which begins the first Monday 
of April. 
May 10. 
Petroleum oils inspection fees due. 
May 15. 
Bank and trust company reports due. 
Common carriers’ gasoline reports due. 
Imitation condensed milk tax due. 
Inspection of vessels carrying passengers or 
freight required. : ‘ 
~— tax returns and affidavit of compliance 
with Intangibles Tax Act due between March 1 
and this date. 
Semi-monthly payment of excise taxes on malt 
products and alcoholic beverages due. 
May 20 











Bank and trust company taxes and building and | 


loan association reports and taxes due. 
May 25 
Gasoline dealers’ reports and taxes due. 





IOWA 
May i1—. 

Annual corporation report—It shall be the duty 
of the Secretary of State, between the first day 
of May and the first day of July of each year 
to notify all corporations (doing business in 
Iowa) of the requirements (for the annual re- 
port and permit to do business) inclosing there- 
in a blank form and application. 


Commercial fertilizers—License expires on this 
date after date of issue. 


Electric transmission lines must on or before this 
date each year furnish to the State Board of 
Assessment and Review a property report. 


Property tax—Local board of review completes its 
duties of hearing complaints and adjusting as- 
sessments on or before this date each year. 
Appeals shall be taken from action of local 
board of review to the district court of the 
county within 20 days after the adjournment of 
the local board. 

Telegraph and telephone companies file annual 
property tax report with State Board of Assess- 





Retailers’ occupation (sales) tax reports and taxes | May 15 


a 31- 
| asoline reports (except refinery reports) and taxes 





ment and Review on or before this date. 
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May 8 

Any retailer engaging in business in Iowa who 
fails to procure a retail sales license within 
60 days after the effective date of this act (act 
was effective March 9, 1934) shall be guilty 
of a misdemeanor, punishment for which shall 
be a fine of not more than $1,000 or impris- 
onment for not more than one year or both. 





KANSAS 
May 1 : 
All third class city licenses except for shows, 
theatres and other exhibitions expire. 
Express company gross ‘receipts returns due. 
Tracts taken into city before this date subject to 
city taxes for the year. 
May 10 ' 
Oil inspection reports due. 
Third Monday = 
County Boards of Equalization meet. 


























All taxes in cities of the first class bear interest 


~ the rate of % per cent per month from this 
ate. 


Bonded warehousemen file report and pay excise 
tax on distilled spirits on this date. 

Taxes in cities of first class due. 

Vehicle licenses expire. 

First Monday—— : 
Assessors in cities of the fourth class list all tax- 

able property in such cities on or before this 
date. 

May 5 

mployment agency reports due. 

May 10— c 
Breweries and manufacturers of beer and wine 

= monthly report and pay barrel tax on this 
ate. 
Monthly alcoholic beverage report of hotels, res- 
taurants and clubs due. 
Monthly excise tax reports of blenders and recti- 
fiers of distilled spirits and excise tax due. 
Refinery monthly report due. 

May 15 : ' 
Motor carrier mileage tax due. 
Motor carrier operators reports due. 

a 20. 

rude petroleum transporters’ monthly report due. 
Oil production tax due. 























due. 
Reports of retail dealers in distilled spirits due. 


LOUISIANA 





May 1 
Bees inspection fee delinquent. 
Statement of sales of commercial fertilizers since 
Sept. 1 due. 
First Monday 
Parish boards of equalization, except Parish of 
Orleans, meet to review assessments. 
Public utility license tax due. 
May 5. 
Monthly report of oyster vessels due. 

Report of licensed wholesale dealer in fish due. 
May 10 
Parish gasoline tax reports and tax due. 
Reports and tax on imported kerosene due. 
Reports of imported alcoholic beverages due. 

Reports of imported gasoline due. 

















May 14 : 3 
Income tax information returns due. 
May 15 , 
a a report of alcoholic beverages transported 
due. 


Carrier’s report of gasoline transported due. 

Dairy and beef products (including oleomargarine) 
quarterly report and taxes delinquent. 

Income tax return and tax or first installment | 

for calendar year due. 





May 20 


May 30 
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Alcoholic beverage tax reports and taxes due. 

Gasoline tax report and tax due to state and 
certain parishes. 

Kerosene tax report and taxes due. 

Luxury (sales) tax return and tax due. 





Cotton futures tax delinquent. 
Oyster severance tax due. 


MAINE 





ae 1 
xpress company tax reports due on or before 


this date. 

Gasoline tax due. 

In unorganized townships property lists are due 
on this date. 

Small loan agency monthly reports due. 

The amount of tax to be assessed to telephone and 
telegraph companies is determined on or before 
this date. 


May 10—— 


Inspection fees for packing of food due. 





Motor carrier reports and fees due and _ lien Sardine packing inspection fees due. 
attaches. May 15—— 
May 25 Gasoline tax sales report due. 
Titties sdenet dt d Parlor car company tax reports due on or before 
ports and taxes due. fica doce. 
May 30 ’ Property of express companies assessed on this 
Public warehouse (terminal and local) licenses date. 
expire. 
| May 31 
Express companies gross receipts returns de- MARYLAND 
linquent. May 1 
The following licenses expire upon this date and 
renewal fees are due, although not in default 
until after the lapse of 30 days: 
Adding machines; bowling saloons; brokers, in- 
KENTUCKY surance agents or solicitors; brokers (bill, ex- 
May 1 change, grain, insurance, merchandise, pawn, 


stock, or real estate); chain stores (see ‘Sale 
of goods and chattels” below); check rooms; 
cleaners and dyers; commercial, mercantile and 
mutual protective agencies; contractors (con- 
struction) ; detective agencies ; employment agen- 
cies or intelligence offices; express, telegraph 
or transportation companies; farm machinery 
(wholesale dealers) ; garages; itinerant vendors 
(State licenses); itinerant vendors (local li- 
censes) ; junk dealers; laundries; livery stables; 
motion picture shows and carnivals; petty loans; 
plumbers and gas fitters; restaurants and eating 
places; sale of goods and chattels (except li- 
censes for fisheries and horse racing); shoe 
shining and hat cleaning establishments; soda 
water fountains; tobacco dealers (non-resident 
wholesale); traders (see “Sale of goods and 
chattels’ above); trading stamp companies; 
typewriters; undertakers; warehouses (storage). 
May 5 

Last day to file monthly account of leaf tobacco 
sales on or through Baltimore market. 

Last day to file cold storage warehouse monthly 
report. 

May 10 

Last day to file monthly statement or declaration 
of insurance brokers, agents, or solicitors. 

Last day to make return and pay distilled spirits 
tax. 

Last day to pay admissions tax. 

May 15 

Milk control fees due. 

May 30 

Licenses expiring May 1 (see above) not in de- 
fault until after lapse of 30 days. 

May 31 

Last day to file beer tax report and pay tax on 
beer sold during preceding month. 

Last day to file dealer’s report and pay tax on 
gasoline sold or used during next preceding 
calendar month. 

Last day to pay cosmetics tax. 

License to catch shad or herring in Potomac 
expires. 

















MASSACHUSETTS 
M 





ay 
Billiard table and bowling alley license fees due. 
Clubs’ and Societies’ license fees due. 
Intelligence office license fees due. 
Life insurance companies’ returns due. 
Mandamus lies to compel filing of personal income 
tax return. 
Oleomargarine license fees due during May. 
Pawnbrokers’ license fees due. 
May 10—— 
Alcoholic beverage excise tax return and tax due. 
Alternate method of allocating income of foreign 
corporation due. 
Returns of savings banks and trust companies 
having savings departments are due. 
May 15 
Cold storage warehouse reports due. 
Motor fuel distributor’s return and tax due, 
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MICHIGAN 
May 1 
= report of brine lines to Auditor General 
ue. 


Annual report of common carriers to Public Utili- 
ties Commission due. 

Annual report of telephone lines to Public Utilities 
Commission due, 

Annual report of union depot companies to Public 
Utilities Commission due. 

Change of location or sale of personal property 
not to affect assessment after this date. 

Severance tax and reports due. 


First Monday : 
Village roll may be made delinquent by the coun- 
cil 30-50 days after this date. 
May 5—— 
on lila carrier’s statement due. 





“Soon 
— and contract carriers’ monthly report 


ri , day to make monthly report. 

May 15 ; : 
Report of timber cut from commercial forest res- 

ervation due. 

Third Monday— . = 
Boards of review in fourth class cities meet. 
Monthly sales tax and return due. 

May 20 : 
Certificate of assessment of railroad properties by 

assessors due on or before this date. 














Gasoline—wholesale distributor’s statement and 
tax due. 
Severance tax and reports delinquent. 
MINNESOTA 
May 1 . 
All property, real and personal, assessed as of this 
date. 


Commercial fertilizer license fees due. 

Iron severance occupation tax due. 

Milk and cream dealers’ licenses expire. 

Tax lien attaches on property. 

The assessor begins the performance of his duties 
on this date. 





Me 
old storage warehouse reports due. 


Second Monday 
Real estate may be sold for taxes. 
May 10 
Liquor reports of wholesalers, brewers and dis- 
tillers due. 
Live stock commission merchants’ statements due. 
Semi-annual report of common carriers of ore due. 
State auditor draws draft on taxpayer for delin- 
quent iron severance taxes. 
May 15 
Gasoline tax and fees due. 
Interstate carriers truck mile tax and report due. 
Oil inspection fees due. 











May 20——- ' ; 
Common carriers’ liquor reports due. 
May 31—— 
Commission merchants’ licenses expire on this 
date. 


Iron severance royalty tax due. 

Public produce warehouse licenses expire. 

Real estate tax bills mailed in certain counties 
prior to this date. 


Wholesale produce dealers’ licenses expire. 


MISSISSIPPI 

May 1 

A cream station license must be procured during 

the month of May and is valid until May Ist 
next thereafter. 


Admission (amusement) tax and report is 
between the Ist and 10th of each month. 


Information reports of railroad corporations are 
due on or before this date. 


On or before this date the collector shall mail to 
each privilege taxpayer holding az annual li- 
cense and whose license will expire in June a 
notice thereof and a renewal blank. 


Oyster packers and canners file sworn statement 
on this date as to the number of barrels of 
oysters purchased and caught during the pre- 
ceding month. 


Oyster, sea food, etc., monthly inspection tax is 
due on this date. 


Second installment of all ad valorem 
cluding ad valorem taxes levied for county or 
municipal bonds authorized to be paid in in- 
— are due on this date. 





due 


May 

Ww sel oyster and sea food dealers file monthly 

report with the State Game and Fish Commis- 
sioner on this date. 
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May 10 
Admission (amusement) tax and report 
between the Ist and 10th of each month. 
Every dealer in motor vehicles shall file a monthly 
report with the tax collector on this date. 
Motor vehicle monthly mileage tax reports are 
due on or before this date. 
May 15 
Common carriers must file monthly report, on this 
date, of gasoline and oil delivered by them. 
Distributors and wholesale dealers of gasoline file 
—— report and pay monthly tax on this 
ate. 
— gross sales tax and report due on this 
ate. 


is due 





MISSOURI 
Ma 





irst class city property taxes due between this 
date and September 1. 

Last day to file report and pay gross receipts tax 
on express corporations. 


May 10—— _ . 
Corporations not receiving franchise tax 

should request bill. 

May 15 : 
Annual franchise tax due. | 
Gasoline—statement of distributors and dealers 

due. 
Sales tax monthly return due. 


bills 








Ma 
kn due. . 
—distributor’s and dealer’s report of gasoline 
received due. 
—transporter’s statement due. 
May 31 
Hotels—license expires. 
Last day for a 2 per cent discount on first class 
city property taxes. 
Manufacturers, wholesalers and dealers tax due. 


Soft drink report due. 








MONTANA 
May 1 
Taxidermists’ reports are due. 
May 10—— 


Creameries, butter, cheese, or ice cream factories’ 
reports are due. 


Milk or cream buying stations, reports due. 


May 15 
Alcoholic beverages, brewers’ and wholesalers’ 
monthly report and excise tax due. 


Dealers’ monthly gasoline tax and report due to 
ee Board of Equalization on or before this 
ate 
Railroads and common carriers file monthly report 
on or before this date with State Treasurer and 
State Board of Equalization of gasoline deliv- 
ered in state. 
May 20 
Oil producers’ 
tax due. 
May 31 
Property taxes (second half) are payable on or 
before 5:00 P. M. on this date annually to the 
county treasurer. 
Public warehousemen’s reports are due. 








additional license tax report and 





NEBRASKA 
May 1 
First installment of city real estate taxes for the 
city of Lincoln becomes delinquent on this date 
and draws interest at the rate of 7 per cent per 
annum. 
First installment of real property taxes (except in 
counties of 150,000 or more population) becomes 








taxes, in- | 


delinquent on this date. 
Last day for assessor to value and assess railroad 
depots and such property. 
License fees of employment agencies due. 
Manufacturers and distributors of alcoholic liquor 
at wholesale must make a return with the 
Liquor Control Commission between the first 
and fifteenth of each month showing amount of 
alcoholic liquor manufactured and sold during 
the preceding month. 
Property statement of unqualified foreign corpora- 
tions due on this date. 
First Monday. 
State Board of Equalization proceeds to ascertain 
the property of railroads. 
The State Board of Equalization assesses railroad 
depots and such property, except local property. 
May 5 
Reports of public grain warehouses due. 














May 1 ; 
Employment agencies’ reports due. 
Railroad monthly reports of passes due. 
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May 15 
Gasoline carriers’ reports due. 
Gasoline dealers’ reports and taxes due. 
Reports and taxes of retail imitation butter dealers 


May 20—— 
Property reports of non-resident motor vehicle 
carriers due. 
Last Monday 
Intangible property must be listed for taxation on 
or before this date. 





NEVADA 

May 1 
All bank stock shares assessed. 
Petroleum “egy report and fees due. 
Report on bees due. 

First Monday: 
Interstate or intercounty assessment. 
Pharmacists’ certificates fees due. 

May 25 
Gasoline tax report and taxes due. 











NEW HAMPSHIRE 





Mi 
ain and loss certificate of life companies due. 
Gasoline distributor’s monthly tax due. 
License expires. 
May 10—— 
Monthly beverage report and fee of on-sale and 
off-sale permittees due. 
Monthly report of agents of unlicensed fire insur- 
ance companies due. 
Monthly report of foreign manufacturers and 
wholesalers of beverages due. 
Monthly report of manufacturers and wholesalers 
of beverages due. 
May 15 
Monthly report of gasoline distributors due. 





NEW JERSEY 
May 1 

Electric light, heat and power, gas, pipe line, 
telegraph, telephone and water companies pay 
gross receipts tax at the same time as other 
taxes are due and payable in the particular tax- 
ing district. 

On or before this date distributors pay gasoline 
tax. 

Street railway companies pay gross receipts tax 
at the same time as other taxes are payable in 
the particular taxing district. 

The second quarter installment of general prop- 
erty tax is due and delinquent. 

First Tuesday. 

Express, parlor and sleeping car companies file 
annual report, for gross receipts tax purposes, 
on or before this date. 

May 15 

Manufacturers, distributors, transporters, storers, 
warehousemen and importers of alcoholic bever- 
— reports due. 

May 3 


ene of motor vehicle fuel file monthly 
reports on or before this (last business day of 
month) date. 

Transporters of gasoline must, within 60 days 
after the close of each month, furnish a state- 
ment, to the State Tax Commissioner, of all 
deliveries to points in New Jersey. 














NEW MEXICO 





May 1 
Annual franchise tax due. 
Second half of property taxes delinquent. 
Taxpayer must appear before the County Board 
of Equalization if dissatisfied with corrections 
made on the assessment roll. 
May 10—— 
Oil and gas severance tax reports due. 





Ma 
Gross income (occupational) taxes and reports 
due. 
May 20—— 
Motor carrier reports and taxes due. 
Pipe line license fees due. 
May 25 
Gasoline distributors’, retail dealers’ taxes and re- 
ports due, taxes and reports on gasoline pur- 
chased from unlicensed distributors and dealers 
due, carriers’ reports due. 








NEW YORK 
May 1 
First half of New York City real estate taxes 
delinquent. 


Last day for payment of taxes levied by county 
boards of supervisors subsequent to December 
15 (some exceptions), Sec. 59., Tax Law. 

Property taxes delinquent in Erie County. 

Water, gas, electric or steam heating, lighting 
and power companies must file quarterly re- 
port and pay tax. 
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First Tuesday 

Employment agencies—License tax payable on or 
before this date. 

May 5 

Cold storage warehouse monthly reports due. 

May 10—— 

Last day to pay second quarter of property taxes 
in Nassau County without penalty. 

May 15 

Application for notice of completion of assessment 
in Westchester and Nassau counties due. 

Franchise (income) tax return due on or before 
this date (except where fiscal year ends after 
Feb. 28 and before July 1, then return is due 
within 30 days after filing the Federal income 
tax return). 

Franchise tax due from savings banks subject 
thereto under Sec. 189 of the Tax Law, be- 
ginning in 1937 and following years. 

Last day for savings banks, liable to pay a fran- 
chise tax under Sec. 189 of the Tax Law to 
make report to the Tax Commission, Sec. 192, 
Tax Law. For 1937 and succeeding years the 
tax is payable on this date also. 

Merged or consolidated corporations required to 
report on this date after 1935 or 30 days after 
merger or consolidation. 

May 25 

Last day to file New York City Public Utility 
Excise Tax monthly return and pay tax. 

May 31 

Report due and tax payable during the month 
for Franchise Tax on Insurance Corporations. 

Reports and tax of water, gas, electric, or steam 
heating, lighting and power companies due for 
quarter. 

















NORTH CAROLINA 
May 1 
If property taxes are paid in instalments, final 
payment must be made on or before this date. 
Tax lien attaches to real property in cities. | 
Telephone company quarterly report and privilege 
tax due 30 days after April 1st. 
May 2 
oe of 4 per cent accrues on property taxes. 
ay 1 
Alcoholic beverage excise tax is due on or before 
the 10th day of each month. 
Ice cream manufacturers’ reports due. 
May 15 
Gross sales return and tax is due on or before 
this date where sales are reported on a monthly 
basis. 
May 20 
Gasoline tax and report due. 
May 31 
Chain store state license expires on this date. 

















NORTH DAKOTA 

May 1 
Mutual or co-operative telephone company reports 

due. 

Oil inspection reports and fees due. 

Sleeping car, telephone, telegraph, power and 
light company reports to Tax Commissioner and 
county auditors due. 

Tractor fuel oil report and fee due. 

May 10 
Grain warehouse reports delinquent. 
Oil inspection fees delinquent. 
Tractor fuel oil fees delinquent. 

May 15 
Dealers’ reports of used cars due. 

Gasoline reports and taxes due. 

ingesetate motor carriers mileage report and taxes 

ue. 

Motor vehicle registration fees delinquent. 














~ 20 
urety liable on oil dealers’ bonds. 
May 31 


Cream station and dairy monthly reports due. 
Grain warehouse reports due. 








OHIO 
May 5 
Last day for employment agencies to file monthly 
report. 


First Monday 

Date of finality of preliminary assessment certifi- 

cates certified to the Auditor of State. 

ay on which tax commission finishes determina- 

tion of value of capital stock and portion sub- 
ject to Ohio franchise tax. 

May 10 
Admissions tax reports and payments due. 
Alcoholic beverage tax reports due. 

Last day for payment of sixth installment of real 
property and public utility real and tangible 


personal property taxes, if paid in ten install- 
ments, 


















Fourth Monday: 


May 30 


May 31 





STATE TAX CALENDAR 


May 15—— 


Monthly report of unregistered dealers in motor 
vehicle fuel due. 


May 20—— 


Last day without penalty for dealer to report sales 
or taxable use of motor vehicle fuel during 
preceding calendar month. 





—— for alcoholic beverage tax licenses 
ue 


License tax for cigarette dealers due on or before 
this date. 

Private motor carriers’ monthly report and emer- 
gency tax due. 





Last day for filing property tax return with the 
county auditor where time extended. 

Transportation companies including pipe lines re- 
port all deliveries of motor vehicle fuel in Ohio 
during preceding calendar month. 





Gasoline tax for preceding calendar month due. 

Last day to file monthly fishing report. 

Last day without penalty for equipment, freight 
line and sleeping car corporations to file excise 
tax report. 


OKLAHOMA 
May 1 
Excise tax on petroleum report and tax due. 
— production tax and report on oil and gas 
ue. 
Last quarterly instalment of property tax delin- 
quent. 
License fee on commercial fertilizer due. 
License fees of employment agencies are due. 
First Monday 
Property tax statements of persons refusing to 
swear thereto are filed with the county clerk 
on this date. 
May 5. 
Reports from mines (other than coal) due. 
May 10 
Report and tax of wholesalers of non-intoxicating 
alcoholic beverages due. 
Report of manufacturers of non-intoxicating alco- 
holic beverages due. 

















— . 
as pipe line reports of daily meter readings due. 
Gasoline tax and reports due. 


= report and tax of motor vehicle carriers 
ue. 


May 20—— 
Monthly sales tax and report due. 
Reports from coal mines due. 

May 31 
Fur dealers’ reports due. 





OREGON 
May 1—— 
Special motor carriers’ monthly fee due. 


Tax Commission issues warrant in case any in- 
tangibles or personal income tax imposed is not 
paid within 30 days after same becomes due 
directing sheriff to sell property of delinquent 
taxpayer. 

Tax Commission issues warrant to sheriff com- 
manding him to sell property of delinquent 
taxpayer if excise (income) tax—first instalment 
—is not paid on or before this date. 

First Monday 

If tax on bank stock shall not be paid on or 
immediately after this date, tax collector of 
county where bank is located sells such shares. 

May 10—— 

Oil well license tax and report due on or before 
this date to county treasurer. 

May 15 

Fish poundage fee and report and meat dealers’ 
report due on or before this date. 


Gasoline tax and report due to Secretary of State 
on or before this date. 

May 20 
Alcoholic beverage excise tax and report due. 
Motor carrier’s tax due on or before this date. 

May 31 
If any intangibles income taxpayer, without intent 

to evade any such tax, shall fail to file a return 
of income, if one is due at the time required, 
but shall voluntarily file a corrected return of 
income and pay the tax due, within 60 days 
thereafter, additional tax equal to 5 per cent 
of original amount due, plus $1, and additional 
1 per cent per month during which tax remains 
unpaid, is added. 














PENNSYLVANIA 





May 1 

Interest at the rate of 6 per cent per annum be- 

gins to accrue on delinquent county taxes on 
this date. 
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May 10—— 

— tax monthly reports and payments 

ue. 

Liquor importers’ reports to Department of Rev- 
enue due. 

Malt beverage tax reports to Department of Rev- 
enue due. 

May 15 
Assessment of property begins in first class cities. 
Individual net income tax returns due covering 

preceding calendar year. 

Information returns under the Individual Net In- 
come Tax due. 

Liquor manufacturers’ reports and taxes to De- 
partment of Revenue due. 

Payment of the second one-half of corporate net 
income tax due. 

May 31 
Cigarette tax levied by an Act of June 15, 1935, 

ea 155, is scheduled to expire on May 31, 

Game propagation licenses expire. 

Last day tor 5 per cent discount on property taxes 
in second class townships. 

Liquid fuels distributors’ licenses expire. 

Monthly reports and tax payments of distributors 
and carriers of liquid fuels (for preceding 
month) due. 

Retail malt beverage licenses expire. 

Taxidermists’ licenses expire. 








RHODE ISLAND 
May 10—— 
Gusclies distributor’s monthly tax due. 
May 15—— 
Gasoline distributor’s monthly report due. 


Notice of appraised value of corporate excess shall 
be given by mail. 





May 25 
Last day to file protests on valuation of corporate 
excess. 
SOUTH CAROLINA 
May 1 





License report of owners of vehicles is made be- 
fore this date in Sumter County to county 
auditor. 

Mercantile license fee in Beaufort County due an- 
nually on or before this date. 

Public utilities franchise or gross receipts must 
be paid on or before the ist day of May in 
every year. 

May 1-6—— 

Fisheries annual stamp report shall be filed within 

the first 6 days of May of each year. 
May 1-10—— 

Admissions to amusements return and stamp tax 
due between these dates. 

Power tax and report of public utilities due be- 
tween these dates. 

May 4—— 
isheries monthly stamp report due not later than 
this date. 

May 5—— 

Fishing license tax report is due within 5 days 
of the end of each calendar month. 

Oyster or clam shuckers stamp report must be 
mailed on or before the 5th day of each suc- 
ceeding month. 
turgeon, caviar or shad dealers file a report 
within 5 days of the end of each month. 

Tobacco warehousemen required to file statement 
on or before the 5th day of each month. 

May 6—— 
isheries annual report shall be filed within the 
first 6 days of May of each year. 

May 20—— 

Gasoline tax and report of dealers, distributors, 
importers and storers due on or before this date. 


SOUTH DAKOTA 





May 1 

Assessment date for property taxes. 

Employment agency license fees due. 

First half of artesian well annual taxes delinquent. 

First half of property taxes delinquent. 

Personal property tax returns due during May 
and June. 

Unlicensed motor vehicles subject to property 
taxes. 

Warehouse reports due. 





ay 10. 

Employment agency reports due. 

May 15- 
Gasoline reports and taxes due. 


Inspector of petroleum products may require 
report. 


Monthly sales tax report and tax due. 








May 1 : 
All delinquent real property taxes of all kinds of 
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TENNESSEE 








May 1 


all municipal corporations are certified by proper | May 5 
officer of said corporations to their respective tes 
County Trustees by May Ist of the year next 
after such taxes become due. Such property so 
certified shall be advertised and sold. 


Excise (income) tax returns are filed on or before Authority. 
this date with the Department of Finance and 





May 9 





VERMONT 
Hearing of persons aggrieved by appraisals. 


ring of persons aggrieved by appraisals shall 
not be held later than this date. 


Appeal from grand list allowed to Board of Civil 


April, 1937 









May 31—— 


First half of real and personal property taxes 


delinquent. 
Property tax assessments to be completed. 
assessments lists due on demand. 


WEST VIRGINIA 
May 1—— 





Taxation, Excise Division. 






































May 15 
Stocks and bonds income tax due. 


























TEXAS 








May 1 

















shipments due. 


























extension. 














pay tax to avoid penalties. 
Last day to pay franchise tax. 
Report of emigrant agents due. 
Second Monday 






































May 15 











shipments due. 
May 20- 
Gasoline taxes and reports due. 


May 25 



































May 30— 
Oil carriers’ report due. 




















due. 














liminary estimates. 














UTAH 








May 5—— 














M 0-—-— 
Cars 











alcoholic beverages due. 
May: 15 
































motor vehicles. 











Sales tax and return due. 
May 20 
Meeting of board of equalization. 









































Property taxes bear interest from this date fol- 
lowing the date when such taxes were payable 
(first Monday in October preceding). 
tion, a penalty of % of 1 per cent for each 
month the taxes are delinquent is added on first 
day of each month, beginning with March 1. 


Cigarette tax—Wholesale dealer’s report of drop 


Commercial fertilizers, annual statement due. 
Last day for filing franchise tax report under 


Last day for express companies io file report and 


Until June 1, Board of Equalization sits. 


Cigarette tax—Wholesale dealer’s report of drop 


Monthly report and tax of cement distributors due. 
Oil production reports and taxes due. 


Oil production report—Oil withdrawn from storage 


My 31 
oard of Equalization shall mail notice of pre- 


Monthly report of cold storage warehouses due. 


rier’s report of motor fuel deliveries due. 
Monthly report of dealers and manufacturers of | 


Gross ton mile return and fees due on commercial 


Monthly gasoline tax and report due. 


VIRGINIA 
May 1 
losed season for catching hard crabs with scrapes 

or dredges begins. 

Gross receipts tax reports of canal and railway 
corporations, express corporations, electric, gas, 
light, heat, power and water corporations, pipe 
line transportation companies, sleeping car, parlor 
car and dining car companies, steamboat and 
steamship corporations and telegraph and tele- 
phone corporations due. 


Property reports of car companies, car trusts, 
mercantile corporations, railroads, express com- 
panies, canal corporations, pipe line transporta- 
tion companies, steamboats, steamships and 
other floating property, telegraph, telephone, wa- 
ter, heat, light, and power companies due on 
or before this date. 


Report showing aggregate number of miles made 
by cars of car companies, car trusts and mer- 
cantile corporations over the railroad lines in 
Virginia during the year; also a statement show- 
ing average number of miles traveled per day 
by the cars during the year. 

Small loans license period expires. 

Telegraph and telephone company report due. 

May 1-May 10 

— salve, liniments, etc., vendors’ reports 
due. 

Oyster purchaser’s inspection fee due. 

May 10 

Beer excise tax and report of beer sold during 
previous month due on or before this date. 

Beverages of not more than 3.2 per cent alco- 
holic content excise tax and report of bev- 
erages sold during previous month due on or 
before this date. 

Tobacco warehouse report due. 

May 20 

Gasoline statement and tax due. 














WASHINGTON 
May 1 
Private car companies’ annual reports due. 
Second Monday: 
Town boards of supervisors in counties under town- 
ship organization meet to equalize assessments 
and hear complaints. 
May 15—— 
Admissions tax and return due. 
Butter substitutes reports and taxes due. 
Compensating tax and return due. 
Gasoline reports and taxes due. 
Gross income (occupation) tax and return due. 
Public utility gross operating revenue tax and 
return due. 











Retail sales tax and return due. 











Last day for corporations to file list of taxable 
property. 
Second installment of property taxes (for preced- 
ing year) is due subject to 2% per cent discount. 
Surtaxes on occupation and privilege taxes due. 
May 10 
Brewers’ and beer distributors’ monthly report and 
excise tax due. 
Petroleum dealers’ reports due. 
May 15 
Last day for auditor to notify foreign corporations 
of the amount of the license tax due. 
Retail sales tax and return due. 











ie 30- 
asoline tax and reports due. 


WISCONSIN 
May 1 

Coal dock operators must furnish statement of coal 
handled preceding year. 

Grain storage companies must furnish list of grains 
handled during preceding year. 

Owner of vessel engaged in interstate commerce 
to file annual statement of ownership and size of 
vessel. 

Real and personal property assessed for property 
tax as of this day. 

Transient merchant’s license taxes due. 

May 5 

Monthly report of cold storage warehouses due. 

May 10—— 

Alcoholic beverages monthly reports due. 

Owner of logs and timber to furnish statement of 
amount of logs and timber on hand May 1. 

May 15—— 

Report of timber cut from forest crop lands due. 
May 20—— 

Gasoline dealers must file monthly report. 











30 ; : 

ransportation company gasoline tax reports due. 

May 31 = 
Privilege dividend return and tax due. 





WYOMING 





May 1 
Railroads shall return a schedule to the state board 
of equalization. 
May 10—— ' 
Carriers’ monthly gasoline tax and report due. 
Second installment of general taxes delinquent. 
May 15—— : 
Monthly gasoline tax and report due. 
Sales tax return and tax due. 
May 20—— | 
Motor carrier compensatory tax and report due. 












































































































































Significant Decisions of the 


Board of Tax Appeals 


Bankrupt Subsidiary—Failure to Join Affiliated Com- 
panies in Consolidated Return—Separate Returns for Each 
Member Company Mandatory.—Petitioners, together with 
10 other corporations, were affiliated. December 1, 1932, 
the Savoy-Plaza Corporation, a subsidiary affiliate, was ad- 
judicated bankrupt. For the calendar year 1932, the parent 
of the affiliated group filed a so-called consolidated return, 
including the income of all affiliates except that of the 
Savoy-Plaza Corporation. All such affiliates filed Form 
1122, authorizing a consolidated return and consenting to 
be bound by Regulations 78. The trustee in bankruptcy 
of the Savoy-Plaza Corporation failed to file Form 1122 
because, upon advice of counsel, it believed it could not 
legally do so, and, believing it was required to file a sepa- 
rate return for 1932, it did so. Since Art. 18, Reg. 78, pro- 
vides in effect that if there has been a failure to include in 
the consolidated return the income of any subsidiary, or a 
failure to file any of the forms required by the regulations, 
the tax liability of each member of the affiliated group 
shall be determined upon the basis of separate returns, it 
is held that the action of the respondent in computing the 
income tax of each member of the affiliated group on a 
separate basis for that year is sustained. [From the opin- 





ion:] “It may well be true, as argued by petitioners, that 
the bankruptcy of the Savoy-Plaza Corporation, which oc- 
curred on December 1, 1932, left that corporation thereafter 
as a mere ‘shell’ and that such ‘shell’ could not, in fact, be 
affiliated with the remaining members of the affiliation. 
See Houghton & Dutton Co., 26 B. T. A. 52; Prosperity Co., 
27 B. T. A. 28; H. Liebes & Co., 23 B. T. A. 787. However, 
obviously, at least for the period in 1932 preceding De- 
cember 1, the date of the bankruptcy of the Savoy-Plaza 
Corporation, that corporation was a member of the af- 
filiated group within the provisions of section 141 (d), 
supra [Revenue Act of 1932]. That fact brings the Savoy- 
Plaza Corporation within the requirements of section 141, 
supra, just as effectively as though that undisputed affilia- 
tion continued throughout the year. This is so since sec- 
tion 141 (a), supra, provides that ‘The making of a con- 
solidated return shall be upon the condition that all the 
corporations which have been members of the affiliated 
group at any time during the taxable year for which the 
return is made consent to all the regulations under sub- 
section (b) * * *; and the making of a consolidated return 
shall be considered as such consent.’”—Lawyers Building 
Corporation v. Commissioner; Trinity Buildings Corporation 
of New York v. Commissioner; Whitehall Improvement Cor- 
poration v. Commissioner; George A. Fuller Company v. Com- 
missioner; Materials Delivery Corporation v. Commissioner, 


Dec. 9589 [CCH]; Dockets 81460-81464. 








PENDING ST3 


ALABAMA 


Second Special Session of 1936 


The 1936 (Second Special Session) of the 
Alabama Legislature adjourned February 
26th. 


Approvals 


Business License.—H. B. No. 75 amends 
Schedule 7 of Sec. 398 of Art. XIII, Chap. 
1 of the General Revenue Act of 1935 rela- 
tive to the license tax on firearm and 
ammunition dealers. 

H. B. No. 180 amends Schedule 146 of 
Sec. 348 of Art. XIII, Chap. 1 of the Gen- 
eral Revenue Act of 1935 relating to ped- 
dlers’ licenses. 

B. No. 182 amends Sec. 348, Art. 
XIII, Chap. 1 of the General Revenue Act 
of 1935 relating to sawmill licenses. 

H. B. No. 183 provides for the further 
conservation and development of oysters 
on bottoms within the boundaries of the 
State; fixes a uniform tax on oysters; re- 
quires a State tax on gasoline and oil used 
in the operation of boats for taking oysters 
and shrimp and freighters hauling same. 

H. B. No. 206 amends Schedule 100, Sec. 
348, Art. XIII of the General Revenue Act 
of 1935 referring to optometrists’ license 
tax. 

H. B. No. 248 amends Sec. 21 of the Code 
of Alabama of 1923 referring to the board 
of public accountancy. 

H. B. No. 330 amends Schedule 106 of 
Sec. 348 of the General Revenue Act of 
1935 relating to licensing of chemists and 
allied professions. 

S. B. No. 54 provides for the registration 
of medical technologists. 


Fishing License.—H. B. No. 272 provides 
for a license for fishing with rod and reel 
and with artificial bait. 


Gasoline Tax.—H. B. No. 238 authorizes 
the state tax commission to negotiate re- 
ciprocal agreements with bordering states 
by which adjustments can be made on tax 
—o on gasoline sold across state 
ines. 

H. B. No. 388 provides for regulation of 
the use, distribution and expenditure of the 
proceeds of the gasoline tax fund received 
from the State in counties of from 17,800 to 
19.300 population. 

S. B. No. 83 prevents the use of revenue 
from taxes on motor fuels for any purpose 
other than for highways and for the retire- 





th the above heading, report will 


action taken on state tax legislation of 
importance to business interests. 
section will be confined to pending bills 
in state legislatures, and the final report 
will be that of enactment, when the bill is 
listed under the caption “approvals,” 
feature is made possible through the facili- 
ties of the Commerce Clearing House 
Legislative ——e Department, which 
furnishes a twenty-fo 

service on all subjects for all states. 
Copies of the text of any bill reported may 
be obtained for a service charge of one 
dollar per bill. 


erences LR al OE AL RS ERT ON 


ment of bonds as provided in Schedule 
158.01 of the 1935 General Revenue Act. 


amends subdivision (m) of Sec. 2 of Article 
1 of the General Revenue Act of 1935 re- 
lating to tax exemption of manufactured 
articles in the hands of the producer. 


Schedule 158.21 of Art. III, Chap. 6 of the 
General Revenue Act of 1935 relating to 
the mileage tax imposed on carriers. 


Art. XIII, Chap. 6 of the General Revenue 
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Motor Vehicles.—H. B. No. 105 amends 
the law relating to providing for public 
safety, and the registration and licensing 
of drivers or operators of motor vehicles 
and the fees therefor. 

H. B. No. 177 amends Schedule 158.9 of 
Sec. 348, Chap. 6 of Art. XIII of the Gen- 
eral Revenue Act of 1935 and relates to 
the exemption of municipal trucks. 

S. B. No. 75 amends Schedule 22 of Sec. 
348, Art. XIII, Chap. 1 of the General Rev- 
enue Act of 1935 relating to motorcycles. 


Motor Vehicle Dealers—H. B. No. 45 
provides for the regulation of the business 
of selling used motor vehicles by dealers 
not residing or having a permanent place 
of business in the State and by resident 
dealers purchasing, handling and selling 
used vehicles, used or acquired from non- 
resident dealers; to require all such dealers 
to execute and deliver to such purchaser of 
such used vehicles, a bond indemnifying the 
purchaser against failure of title, breach of 
warranty, or fraudulent misrepresentation. 

H. B. No. 46 provides for a privilege tax 
on automobile dealers and amends Sched- 
ule 12 of Sec. 348 of Chap. 1 of the General 
Revenue Act of 1935. 

Property Taxes.—S. B. No. 5 defines 
homesteads and provides that the same 
shall be exempt from ad valorem taxation 
up to $2,000, beginning Oct. 1, 1937. 


be made of the introduction of and 


This 


This 


ur hour reporting 





Manufactured Articles—H. B. No. 283 


Motor Carriers—H. B. No. 167 amends 


H. B. No. 168 amends Schedule 158.22 of 


Act of 1935 relating to the mileage tax ARIZONA 
imposed on carriers. The Arizona Legislature adjourned 
: : March 13, 1937. 
1937 Sessions of State Legislatures 
Jurisdiction Convened Adjourned Approvals 
Alabama (2nd Sp.)...... Nov. 23,’36 Féb. 26 Inheritance Tax.—S. B. No. 149 gives 
RGR aie rece Jan. 11 Mar. 13 
—......... on. 11 Sar. it rates on all estates over $25,000 net from 
California ea fas Buse te cae jan: My Bees 2%. to 20% on $5,000,000 or over. 
Meas ae Miieneese Licenses.—H. B. No. 49 requires licens- 
DNWONE .......---- 200 OMe Sooo ones ing of private employment agencies and 
eee . Property Tax.—S. B. No. 28 provides for 
Idaho ........-..-..-+. Jan. 4 Mar. 6 distribution of grazing fee among counties. 
eer ~— 6 a 
III ooo ore ican ables an. 7 Mar. 8 
| Se renee an. 11 . ARKANSAS 
Kansa ala:eo. ey ae sae eet . ; 
Kentucky (4th Sp.)..... Dee =. 36 Jan. 16 The Arkansas Legislature which con- 
— 7a. - °°. vened January 11, 1937 adjourned sine die 
Massachusetts .......... Jam. 6  ....... March 11, 1937. 
ee ee 
na Petco a NAPE an, 2 brateuwcitere Approvals 
Rei ae ae a Alcoholic Beverages.—S. B. No. 114 in- 
INGEERMR os oisis5:oielaisiars a en creases whiskey tax to 60¢ a gallon. In 


(Continued on next page) hands of Governor. 
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S. B. No. 242 increases whiskey gallonage 
tax to 25¢ a gallon and beer and wine 50¢ 
a gallon. In hands of Governor. 

H. B. No. 402 restricts licenses to sell 
spirituous and malt liquors to cities and 
incorporated towns. In hands of Governor. 

H. B. No. 427 changes the taxation on 
light wines and beer. In hands of Governor. 


Business Licenses.—H. B. No. 225 legal- 
izes pari-mutuel betting at county fairs. In 
hands of Governor. 


Gasoline Tax.—S. B. No. 448 reduces the 
gasoline tax % of 1 cent. In hands of 
Governor. 

H. B. No. 147 provides a competitive 
scale for gasoline taxes in border towns. 
In hands of Governor. 


Income Tax.—S. B. No. 282 permits ex- 
tension of time for filing returns. In 
hands of Governor. 

S. B. No. 305 relates to a tax on the gross 
income of Arkansas corporations. In 
hands of Governor. 


Motor Vehicles.—S. B. No. 262 reduces 
auto and truck license fees to 4% present 
fee. In hands of Governor. 

S. B. No. 468 licenses operators of motor 
vehicles as mechanics or employees. In 
hands of Governor. 

H. B. No. 226 changes date for buying 
auto licenses to April Ist. In hands of 
Governor. 

H. B. No. 229 licenses auto owners and 
chauffeurs. In hands of Governor. 


Occupation Tax.—H. B. No. 196 permits 
cities and towns to levy an occupation tax 
to include municipal corporations. In 
hands of Governor. 


Property Taxes.—S. B. No. 14 establishes 
a division of road taxes. 

S. B. No. 50 repeals Act No. 142, L. 
1935, relating to sale of property for delin- 
quent taxes. In hands of Governor. 

H. B. No. 173 fixes penalties for non- 
payment of taxes. In hands of Governor. 

H. B. No. 244 creates a tax supervision 
department in the state government. In 
hands of Governor. 

H. B. No. 310 supplements law for fore- 
closure of liens for assessments of special 
improvement districts. 

H. B. No. 385 determines the exemptions 
of homesteads. In hands of Governor. 

Sales Tax.—S. B. No. 357 exempts cotton 
and cotton seed from the sales tax. 

S. B. No. 398 makes cigars and cigarettes 
subject to a 2% sales tax in lieu of the 
present excise tax. In hands of Governor. 

S. B. No. 417 provides for collection of 
unpaid sales tax. In hands of Governor. 


Severance Tax.—H. B. No. 368 subjects 
transporters of natural resources to a sev- 
erance tax. In hands of Governor. 


Tobacco Tax.—H. B. No. 394 requires a 
manufacturer, jobber or wholesaler to 
affix tax stamps on their cigarettes and 
cigars and licenses their salesmen. In 
hands of Governor. 


CALIFORNIA 


Introductions 


Alcoholic Beverages.——A. B. No. 2794 
provides that the State shall have the 
power to tax liquor products from another 
state when discrimination is made by that 
state against California liquors. To Public 
Morals Committee. 
























and S. B. No. 1097 exempt community 
theaters from taxation. To Revenue Com- 
mittee. 


to the publication of delinquent tax lists. 


State. 
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Jurisdiction Convened Adjourned 
eee Te. eee 
New Hampshire ........ _ a ae es 
al wo, ee. a rere 
INOW PEORIOD 2 os cece ccve Jan, 12 Mar. 13 
WOOW SORE cic cccens Jan. 6 Serer 
werts Carelime . . «2200 Jan. 6 4 
Nerth Dakota .......... Jan. 5 Mar. 5 
North Dakota (Sp.)..... Mar. 8 Mar. 10 
A eee: ie Me aaa 
a re : Sa Sa eee 
Or Jan. 11 Mar. 8 
PORDSVIVGMED ....0..000ce Jame § 
TEE i ceccences I, J sracces 
South Carolina ......... | rere 
OUCH BIONOUE. 66. cecvces Jan. 5 Mar. 5 
OIE, vscccceswaagte ni Me <acedes 
RIE 2 crc Ws ke Cn eae eee 
SS er ees Jan. 11 Mar. 11 
| SERRE ee an. 6 Re 
ee an. 11 Mar. 12 
Lk i! an. 13 Mar. 13 
VO ee eee SS: ie 
WEIN, oes cnsseeces Jan. 12 Feb. 20 


Community Theaters.——S. C. A. No. 22 


Property Taxes.—S. B. No. 1099 relates 


COLORADO 


No further introductions have been made. 


CONNECTICUT 


No new bills have been introduced nor 


laws approved since the last Bulletin. 


DELAWARE 


Introductions 
Alcoholic Beverages.—H. B. Nos. 321, 


322, 324, 325, 327, 330, 331 relate to liquor 
licenses. 


To Temperance Committee. 
H. B. No. 483 amends Art. 6144, Sec. 15 


of the Revised Code of 1935, in relation to 
licenses for importers. 
Committee. 


To Temperance 


Branch Stores—H. B. No. 467 amends 


Ch. 6 of the Revised Code of Delaware, 
1935, relative to the license tax on branch 
stores, gas stations, warehouses, and dis- 


tributing depots doing business in this 
To Revised Statutes Committee. 


Estate Tax.—H. B. No. 293 amends the 


estate tax law. 


Franchise Tax.—H. B. No. 230 amends 
Sec. 98 of the Revised Code of Delaware, 
1935, relating to the rates of the franchise 
tax. To Private Corporations Committee. 

H. B. No. 290 amends Ch. 6 of the Re- 
vised Code, 1935, relating to franchise taxes. 

H. B. No. 430 amends Ch. 6 of the Re- 
vised Code of Delaware, 1935, relating to 
refund of franchise taxes. To Revenue and 
Taxation Committee. 

H. B. No. 524 amends Ch. 6 of the Re- 
vised Code of Delaware, 1935, relating to 
franchise taxes of domestic corporations. 
To Revenue and Taxation Committee. 


Gasoline Tax.—S. B. No. 107 proposes 
an amendment to Art. 8 of the Constitution 
relating to motor fuel taxes. 

H. B. No. 407 regulates the sale and 
distribution at retail of motor fuels and 
requires all retail dealers to obtain a license 
to engage in said business. To Miscella- 
neous Committee. 


Income Tax.—H. B. No. 343 amends Ch. 
6 of the Revised Code of 1935 relating to 
the income tax law. 
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Inheritance Tax.—H. B. No. 294 amends 


Ch. 6 of the Revised Code of Delaware, 
1935, relating to inheritance tax. 


Merchandise Tonnage Tax.—H. B. No. 


535 provides for the assessment and col- 
lection of a tonnage tax of all goods, wares 
and merchandise unloaded from any boat 
at any point in the State of Delaware. 
Revenue and Taxation Committee. 


To 


Merchants Tax.—H. B. Nos. 417 and 427 


amend Ch. 417 of the Revised Code of 1935 
relating to the taxation of merchants. 
Revision of Statutes Committee. 


To 


Motor Vehicle Registration—S. B. No. 


80 amends Ch. 165 of the Revised Code of 
Delaware, 1935, relating to motor vehicles 
by providing for registration of certain 
motor vehicles used exclusively for and in 
farm work. 


S. B. No. 184 amends Ch. 165 of the Re- 


vised Code of Delaware, 1935, relating to 
motor vehicles, by reducing the registra- 
tion fees. 


H. B. No. 311 amends Ch. 165 of the 


Revised Code of Delaware relating to 
dealer’s license. 


H. B. No. 570 provides for the assess- 


ment and collection of a tax of one cent 
per person and ten cents per motor vehicle 
on all persons and motor vehicles boarding 
any boat at any point in the State of 
Delaware. 

Committee. 


To Manufacture and Commerce 


Occupational Licenses—H. B. No. 426 


amends Ch. 6 of the Revised Code of 1935, 
relating to occupational license taxes. 
Revision of Statutes Committee. 


To 


Property Taxes.—S. B. No. 52 amends 


Ch. 44, Revised Code of Delaware relating 
to valuation and assessment of property, 
and the fixing of a maximum assessment with 
respect 

counties. 


to property in the _ respective 


S. B. No. 126 amends Ch. 44 of the Re- 


vised Code of Delaware 1935 relating to 
the valuation and assessment of property 
by further designating assessable property 
and the manner of making assessments 
thereof. 


S. B. No. 140 amends Ch. 43 of the Re- 


vised Code of Delaware, 1935, by providing 
for the assessment and collection of a tax 
for purposes of fire protection. 


H. B. No. 268 exempts from taxation 


the lands, buildings, and chattels of all mo- 


tion picture studios and plants for a period 


of fifteen years. 


H. B. No. 436 amends Ch. 71 of the Re- 
vised Code of Delaware, 1935, relating to 
the assessment of taxables and all taxable 
property in school districts and_ special 
school districts. To Revised Statutes 
Committee. 

H. B. No. 491 amends Art. 1, Ch. 44 of 
the Revised Code of Delaware, 1935, relat- 
ing to valuation and assessment of property. 
To Revision of Statutes Committee. 

H. B. No. 505 reduces assessment on 
real property in the City of Wilmington. 
To Corporation Committee. 


Approval 


Motor Vehicle Registration—S. B. No. 
16 amends Ch. 165 of the Revised Code of 
Delaware, 1935, relating to the exemption 
of certain motor vehicles from the payment 
of registration fees. 
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DISTRICT OF COLUMBIA 


Introductions 


Cosmetology.—H. B. No. 3891 regulates 
the occupation and practice of cosmetology. 
To Committee on District of Columbia. 


Gasoline Tax—Licensing of Importers. 
—H. B. No. 4802 relates to the licensing 
of persons importing gasoline into the Dis- 
trict of Columbia. To Committee on 
District of Columbia. 


Real Estate Sales——S. B. No. 1836 and 
H. B. No. 5400 define, regulate and license 
real estate brokers and salesmen in the 
District. To Committee on District of 
Columbia. 


Tax on Stores.—H. B. No. 5553 imposes 
an excise tax on stores in the District. To 
Committee on District of Columbia. 


GEORGIA 


Introductions 


Automobile Financing.—H. B. No. 639 
imposes a license fee of $100 for each place 
of business upon persons, firms or corpo- 
rations engaged in the business of auto- 
mobile financing. To Ways and Means 
Committee. 


County Taxes.—S. B. No. 224 permits 
county authorities to levy taxes in addition 
to those provided for in the constitution. 
To Counties and County Matters Com- 
mittee. 

H. B. No. 614 removes the limitation of 
county taxes upon the state tax levy. To 
Counties and County Matters Committee. 


Deductions from Gross Income.—H. B. 
No. 690 relates to deductions from gross 
income for income tax purposes. To Ways 
and Means Committee. 


Exemptions of Married Persons.—S. B. 
No. 192 amends the income tax law by 
changing exemptions for married persons. 
To Finance Committee. 


Fire Insurance Companies.—H. B. No. 
578 provides for the regulation and taxation 
of incorporated mutual or cooperative fire 
insurance companies. To Insurance Com- 
mittee. 


Hotel Tax.—H. B. No. 606 amends the 
general tax act of 1935 by levying a tax on 
hotels and tourist camps having more than 


100 rooms. To Ways and Means Com- 
mittee. 


Malt Beverage License.—H. B. No. 530 
provides that the license tax on wholesale 
dealers in malt beverages shall be $300 
annually. To Ways and Means Committee. 


Motor Common Carriers Tax.—S. B. No. 
161 and H. B. No. 580 authorize municipal- 
ities of the state to levy an occupation tax 
on the business of motor common carriers 
and the business of bus stations and ter- 


minals. To Municipal Government Com- 
mittee. 


Motor Vehicle Licenses.—S. B. No. 167 
Provides that proof must be offered that all 
ad valorem taxes have been paid on motor 
vehicles before licenses can be issued. To 
Motor Vehicles Committee. 


Occupation Tax.—H. B. No. 675 i imposes 


a tax for the privilege of engaging in cer- 


tain specified occupations. 


To Ways and 
Means Committee. 














izes county boards of commissioners to set 
up machinery for seeking out property not 
returned for taxes. 
mittee. 


—S. B. No. 206 extends the time for re- 
demption of property sold under tax fi, fa. 
To General Judiciary No. 2 Committee. 


deeming property 
Special Judiciary Committee. 


certain types of coin operated devices. To 
Ways and Means Committee. 


penalties for failure to pay tax executions 
within a specified time. 
2 Committee. 


constitutional amendment to exempt from 
taxes in the state for a five year period 
new industries to manufacture Georgia 
products. 
Committee. 


Property Taxes.—S. B. No. 174 author- 


To Judiciary Com- 


Redemption of Property from Tax Sale. 


H. B. No. 770 provides a method of re- 
sold for taxes. To 


Slot Machines.—H. B. No. 787 licenses 


Tax Executions.—S. B. No. 175 provides 


To Judiciary No. 


Tax on Industries.—S. R. 86 proposes a 


To Constitutional Amendments 


Wine Tax.—H. B. No. 7231 licenses deal- 


ers in wine and imposes a tax on all wine 
manufactured or sold. 
Means Committee. 


To Ways and 


IDAHO 


The Idaho Legislature adjourned March 


6, 1937. 


Approvals 
Alcoholic Beverages.—H. B. No. 84 re- 


quires reports and payment to the Idaho 


Liquor Control Commission by all special 


distributors. 


Delinquent Taxes.—S. B. No. 84 allows 


taxpayer to pay one-half of yearly tax 
delinquency with interest and penalties. 


Gasoline Tax.—H. B. No. 87 provides for 
no tax refund paid on fuel for gasoline 
engines, tractors and motor boats. 


Income Tax.—S. B. No. 89 provides for 
deductions for net loss incurred in pro- 
duction of crops or raising livestock. 


Inheritance Tax.—H. B. No. 25 provides 
that safe deposit box renters must notify 
bailee before gaining access to the box 
after death of another person also having 
right of access. 


Initial Fees—Doing Business.—H. B. No. 
120 requires the paying of fees by a foreign 
corporation to avail themselves of the pro- 
visions of this act holding conveyances of 
property by them in this state valid. 


Motor Vehicle—S. B. No. 46 provides 
that the fine for driving when operator’s 
license as a non-resident has been sus- 
— is $300. 

H. B. No. 66 changes the fees for vehicles 
of different weights, and allows for refunds. 

H. B. No. 68 provides for certain reduc- 
tions of registration fees. 

H. B. No. 87 eliminates the exception of 
motor vehicles operated on public high- 
ways from motor fuel tax act. 

H. B. No. 163 exempts from registration 
motor vehicles already licensed in another 
state or foreign country. 


Property Taxes.—S. B. No. 36 provides 


for an additional tax for county hospital 
purposes. 
















operator’s license law. 
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S. B. No. 83 sets maximum county levy 


for counties of less than five million dollars 
assessed valuation at one dollar per hun- 
dred dollars of assessed valuation.. 


H. B. No. 33 requires that all mineral 


rights reserved to grantor shall be assessed 
at rate of five dollars per acre. 


H. B. No. 65 provides for an additional 


tax levy by highway districts for the pur- 
pose of acquiring main highways. 


H. B. No. 114 provides for redemption 


a a eA by the judgment debtor. 


B. No. 153 relates to school district 


bonds 


H. B. No. 208 provides for a tax of not 


more than ten mills on the dollar by state 
predatory board. 


Tax Exemption.—H. B. No. 257 changes 


time for filing of tax exemption claims. 


ILLINOIS 


Introductions 
Alcoholic Beverage Taxes.—H. B. Nos. 


307 and 315 impose a tax of 2 cents per 
gallon on beer made in Illinois and 6 cents 
a gallon on beer made outside the State. 


o Revenue Committee 
Insurance Companies.—H. B. No. 335 


amends the law taxing non-resident insur- 
ance companies. 


To Judiciary Committee. 
Milk.—S. B. No. 229 levies a tax on per- 


sons selling filled milk at rate of 1 cent on 
every four fluid ounces sold. To Agricul- 
ture Committee. 


Motor Vehicles.—H. B. No. 257 and S. B. 


No. 161 provide a flat rate license fee of $8 
on all vehicles. 
Committee. 


To Roads and Bridges 
H. B. Nos. 313 and 314 amend motor 


vehicle act to prohibit wheel tax in munic- 
ipalities under 10,000. 
Bridges Committee. 


To Roads and 


H. B. No. 353 requires dealers to register 


with Secretary of State; fee $5. To License 
and Miscellany Committee. 


H. B. Nos. 402 and 404 enact a general 


To Roads and 
Bridges Committee. 

H. B. Nos. 435 to 437 give all cities right 
to levy a wheel tax; removing present ex- 
emption of cities of 100,000 to 200,000. To 
Motor Vehicles Committee. 


Property Taxes.—H. B. No. 277 provides 
for the reconvening of boards of review 
after adjournment. To Judiciary Com- 
mittee. 

H. B. No. 304 requires county collectors 
to notify state’s attorney when taxes are 
delinquent 5 years or more and provides 
for foreclosure within 30 days. To Judi- 
ciary Committee. 

H. B. No. 359 validates Cook County tax 
levy and ordinances for 1935 and 1936. 

S. B. Nos. 205 and 206 amend the statu- 
tory provisions relative to collection of 
taxes. To Revenue Committee. 


Sales Tax.—H. B. No. 346 places under 
fraudulent advertising act the advertising 
of a price with intent to collect sales tax 
in addition. 

H. B. No. 490 requires preservation of 
records for five years. To Revenue Com- 


mittee. 

H. B. No. 491 increases penalty for 
fraudulent returns. To Revenue Commit- 
tee. 


H. B. No. 492 pertains to hearings on 
revocation of certificates of registration, 
To Revenue Committee. 
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H. B. No. 493 makes officers or agents | 


of corporation signing sales tax returns/|that real estate tax sales are to continue | 


subject to penalties for fraud. To Revenue 
Committee. 

H. B. 
tax under protest to file complaint in 30 | 
days. To Revenue Committee. | 

H. 8. No. 495 permits publication of | 
names of persons filing returns and statis- 
tics regarding contents of return. To 
Revenue Committee. 


H. LB. No. 497 makes more definite the 


penalty for fraudulent returns. To Rev- 
enue Committee. 

H. B. No. 498 defines “person” under | 
sales tax. To Revenue Committee. 


Utilities —H. B. No. 408 levies a tax on 
telephones as follows: 3 cents a day for 
each pay station and 10 cents a day for | 


each private switchboard. To Revenue | 
Committee. 
Approval 
Utilities. -H. B. No. 246 imposes a tax 


of 3 per cent on the gross receipts of all 
telegraph, telephone, gas and electric util- 
ities. The first returns are due on April 
15th and the Act is practically a reenact- 
ment of the former law except that water 
companies are omitted and various changes 
are made in the definitions and dates. 


INDIANA 


The Indiana Legislature adjourned on 
March 8, 1937. 


Approvals 


Drivers’ License Law.—H. LB. No. 230 
repeals Chap. 162, Laws 1929 and enacts a 
comprehensive drivers’ license -law. 

B. No. 234 provides that drivers’ 
licenses may be suspended on conviction of 
manslaughter with a motor vehicle, driving 
while drunk, or perjury in a motor vehicle 
record, 

Gasoline Tax.—H. B. No. 153 provides 
for the inspection of petroleum products 
standards and sets the fee at 10¢ a barrel 
for 25 barrels and 4¢ a barrel over that 
amount. 


Gross Income Tax.—H. B. No. 227 
amends the gross income tax generally; 
increases the exemption allowed to retailers 
froin $1,000 to $3,000. The $1,000 exemp- 
tion permitted to any taxpayer remains. 

Income Tax.—H. J. R. No. 1 extends the 
time of payment of 1936 gross income tax 
to April 15, 1937 for residents of 18 counties 
in the Southern Indiana Flood Area. 


Intangibles.—H. B. No. 36 amends the | 


1933 act respecting taxation of bank and 
trust company shares regarding the assess- 
ment of omitted property prior to the tak- 
ing effect of the act. 


Motor Boat Licenses.—S. B. No. 286 re- 
quires registration of motive powered boats 
with the state treasury department. 

Motor Vehicles.—H. J. R. No. 13 author- 
izes the state department of financial insti- 
tutions to investigate the business of dealing 
in and selling motor vehicles to determine 
if the business and the public will be bene- 
fited by licensing them. 

H. B. No. 229 liberalizes regulations of 
dealers’ and manufacturers’ licenses for 
automobiles by permitting the use of such 
licenses on any auto held for resale. 

H. B. No. 251 sets a weight tax on motor 
vehicles, providing for interstate reciproc- 
ity in the operation of trailers. 





No. 494 requires persons paying | part of now exempt property of charitable, 
educational or religious institutions em- | 


|taxing units made in anticipation of special 


| delivered and paid for. 


|property donated to religious and chari- 


each $100 of property for city departments 
‘of public health and up to 3¢ for tuber- | 
|culosis purposes. | 
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Property Taxes.—H. B. No. 33 provides | 
until all the parcels offered have been sold. 


H. B. No. 72 subjects to taxation that | 


ployed to bring profit to owners. 
H. B. No. 79 permts levies up to 15¢ on 





H. B. No. 287 limits rural levies to $1 | 


_and urban levies to $1.50, but permits added | 
|levies for specific purposes. 


H. B. No. 339 legalizes obligations of 
taxes for construction if bonds have been | 


H. B. No. 347 requires owners of tax 


H. B. No. 348 provides for taxation of 


table institutions where there is an agree- 
ment that the institution will pay the donor 
a life income. 
H. B. No. 358 places on the tax list prop 
erty of religious and charitable institutions 
not actually used for that purpose. 
H. B. No. 411 establishes a state levy 
of 2 mills a year for 7 years to acquire and 
improve a state park at Hammond. 
S. B. No. 138 increases the tax levy limit 
for Indianapolis Sanitary District from 6 
to 9¢ on each $100 of taxables. 

S. B. No. 255 permits a 2¢ levy by cities 
having national memorials to create funds 
for advertising the city and its memorial 


IOWA 


Introductions 


Chain Store Tax—S. B. No. 282 and 
H. B. No. 333 exempt dealers in petroleum 
products from the chain store tax. S. BR 
No. 282 to Commerce and Trade Commit- 
tee, and H. B. No. 333 to Cities and Towns 
Committee. 

S. B. No. 372 increases unit tax under 
the Chain Store Tax Law and for a gross 
receipts tax. To Commerce and Trade 
Committee. 


Income Tax.—S. B. No. 268 provides that 
a fiduciary on order of court may be re- 
lieved from filing income tax report if 
none is payable. To Ways and Means 
Committee. 

S. B. No. 303 provides for 6% income tax 
on incomes of $6,000 per year or over and 7% 
on incomes of $7, per year or over. To 
Ways and Means Committee. 

S. B. No. 323 provides that the Income 
Tax Law is to apply to non-residents as 
to income derived from business in the 
State. To Ways and Means Committee. 

H. B. No. 305 and S. B. No. 246 provide 
that payments of principal and interest paid 
as accommodation endorser to be deducti- 
ble from gross income. To Ways and 
Means Committee. 

H. B. No. 389 and S. B. No. 323 provide 
for taxation of income at source. To Ways 
and Means Committee. 


Mortgage Excise Tax.—S. B. No. 258 


in a written instrument secured by a mort- 
gage to be subject to the excise tax of 75%. 


provides that all interest above rate charged | 
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changed from January to July. To Cities 
and Towns Committee. 

H. B. No. 394 provides that trailers used 
for agricultural purposes are tax exempt. 
To Agriculture Committee. 


Property Taxes.—S. B. No. 320 provides 
that cities exempt homesteads from special 
assessments. To Cities and Towns Com- 


| mittee. 


H. B. No. 279 provides that suspended 
taxes are to be included in tax sales. To 
Ways and Means Committee. 

H. B. No. 287 requires the Board of 
Assessment and Review to consider gen- 


| eral advance in real estate value in valuation 
| of utilities. 


To Public Utilities Committee. 
H. B. No. 299 allows tax exemption to 
veterans on real estate purchased. To 


: aX | Ways and Means Committee. 
|exempt property to file lists and descrip- | 


|tions of such property and reason for 
|exemption. 


H. B. No. 323 provides for installment 


| payment of taxes where property is sold 


to the County. To Cities and Towns 
Committee. 

H. B. No. 339 provides that personal 
property taxes are liens on personalty for 
10 years. To Ways and Means Committee. 
H. B. No. 355 and S. B. No. 320 provide 
that homesteads valued at $1,500 are ex- 
empt from special assessments. To Cities 
and Towns Committee. 

H. B. No. 376 provides that the county 
may pay general taxes on property on 
which it holds tax sale certificates. To 
Cities and Towns Committee. 

H. B. No. 391 provides that public prop- 
erty not used in competition with private 
business is exempt from taxation. To 
Ways and Means Committee. 

H. B. No. 460 provides that taxes over 
$5 are payable in 12 monthly installments. 


|To Ways and Means Committee. 


Sales Tax.—S. B. No. 252 exempts from 
sales tax receipts for insecticides, fertil- 
izers, limestone, etc. To Calendar Com- 
mittee. 

S. B. No. 316 provides for a 2% gross 
receipts tax. To Calendar Committee. 

. No. 310 exempts from the sales 
tax gross receipts from non-residents living 
where there is no sales tax. To Ways and 
Means Committee. 

H. B. No. 415 provides that gross receipts 
from sales to cities or counties are exempt 
from the sales tax. To Ways and Means 
Committee. 


Use Tax.—S. B. No. 317 taxes the use 
of tangible personal property including gas 
and electricity. To Calendar Committee. 

H. B. No. 311 taxes purchases over $20 
made by Iowans in adjoining states where 
there is no sales tax. —To Ways and Means 
Committee. 


KANSAS 


Introductions 


Advertising Tax.—S. B. No. 514 provides 
for a 2% tax on all forms of advertising, 
including newspaper, magazine, billboard, 
radio, movie and stereoptican. Provides 
for monthly reports and remittances, and 
for penalties. 


Business Licenses.—S. B. No. 516 amends 
Sec. 80-1301 by adding to places outside 
city limits which must obtain township 
license, beer parlors, soft drink stands, 
restaurants, and amusement places. 





To Judiciary Committee. 
Motor Vehicle Registration.—H. B. No. 





462 provides that auto license renewal date be 


Car Companies.—H. B. No. 533 levies a 
2%4% tax on the gross earnings of all 
private car companies. Provides that the 
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railroad must withhold such sum and pay 


the same to the state. 10% penalty for 
non-payment. 


Chain Store Tax.—H. B. No. 591 imposes 
a tax on all retail chain stores including 
filling stations at the following annual 
rates: $2 for one store; $5 for each of 2 
or more stores not to exceed 4; $10 for 
each of 5 or more stores not to exceed 9; 
10 to 15 stores, $20; 15 to 20 stores, $40; 
20 to 25 stores, $80; 25 to 30 stores, $160; 
30 to 35 stores, $280; 35 to 40 stores, $400; 
40 to 45 stores, $520; 45 to 50 stores, $640; 
for each of 50 or more stores, $760. 

Gasoline Tax.—H. B. No. 562 refunds 
95% of the gas tax fund in lieu of present 
exemptions granted to those using gasoline 
for agricultural purposes. 

H. B. No. 590 changes the gasoline tax 
exemption system from exemption to re- 
fund basis. No refund to be allowed for 
less than $5.00. 


Income Tax.—S. B. No. 491 provides for 
the increase of income tax rates, about 1% 
on all incomes and changes the method of 
exemption. 


Malt Beverages.—H. B. No. 587 author- 
izes county board to make rules to cover 
the sale of malt beverages. Licenses up to 
$25 per annum, 


Motor Carriers.—S. B. No. 509 requires 
motor vehicle carriers used to transport 
persons or property and who have a license 
from the corporation commission to render 
to the commission a rate schedule, number 
of vehicles, etc. The state tax commission 
is given authority to determine the valua- 
tion on hearing; 50% penalty for failure 
to report. 





Poll Tax.—S. B. No. 497 provides for a 
$3.00 yearly poll tax on every person 
over 21. 


Property Taxes.—H. C. R. No. 19 pro- 
poses a constitutional amendment to permit 
the Legislature to exempt improvements on 
land from taxation. 

H. B. No. 597 repeals Sec. 39-3400 relat- 
ing to tax levy in certain counties. 


Sales Tax.—S. B. No. 506 provides for 
a general sales tax of 2% on gross receipts 
effective May 1, 1937. Exempts motor fuel, 
cigarettes, etc., ana sales to state or mu- 
nicipality. Penalties for failure to pay and 
for fraud. 


Severance Tax.—H. B. No. 579 provides 
for a 2% tax on the gross market value 
of gas and oil at the time of severance. 


Tobacco Tax.—S. B. No. 510 increases 
the wholesalers’ license fees from $12 to 
$50 vearly, and retailers’ license fees from 
$6 to $25 yearly. Adds a new section, lift- 
ing license of retailers in Ist class cities 
from $6 to $15. No change is made in 
the stamp tax; provides that no tax will 
be imposed henceforth on papers; readjusts 
the disposition of proceeds. 


Approvals 


Drivers’ License.—H. B. No. 252 _pro- 
vides that the county vehicle commissioner 
shall conduct drivers’ license examinations, 
report violations for suspension of license 
and handle registration. 


; S. B. No. 4 sets up a state drivers’ license 
aw. 


_ Income Tax.—H. B. No. 549 amends the 
income tax law materially. Relates to cor- 
Porations, and individuals too. 
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Insurance.—S. B. No. 332 requires cer- 
tain capital reserves for each type of 
insurance sold to be separate, and further 
requires separate fees, reports, etc. 


Property Taxes.—S. B. No. 46 provides 
an additional levy to make up the defi- 
ciency in the high school fund. 


MAINE 


Introductions 


Alcoholic Beverages.—Senate Initiative 
Bill No. 1 reduces the malt liquor tax to 
ten cents per gallon. To Judiciary Com- 
mittee. 

H. B. No. 1626 relates to holders of malt 
liquor manufacturing licenses. To Tem- 
perance Committee. 


Property Taxes.—H. B. No. 1641 simpli- 
fies the method of personal estate tax 
liens. To Judiciary Committee. 

H. B. No. 1674 exempts homes of dis- 
abled veterans from taxation. To Tax- 
ation Committee. 


Approval 


Alcoholic Beverages.—H. B. No. 1475 


provides for a tax of $3.72 on each barrel 
of malt liquor. 


MARYLAND 


Introductions 


Alcoholic Beverage Taxes.—H. B. No. 
404 eliminates certain kinds of licenses 
which may be issued, changing fees for 
certain licenses and the method of issuing 
ertain of said licenses. To Ways and 

eans Committee. 

H. B. No. 415 provides for an excise tax 
on whiskey and distilled spirits for bever- 
age purposes. To Ways and Means Com- 
mittee. 

H. B. No. 431 relates to issue of licenses 
for the sale of beer in Garrett County. 
To Ways and Means Committee. 


Cigarette Taxes.—H. B. No. 328 reduces 
the license fee for the sale of cigarettes 


from $25 to $10. To Ways and Means 
Committee. 


Gascline Tax.—H. B. No. 372 permits 
owners or operators of licensed airports, 
etc., to file returns for refunds of taxes, 
paid for gasoline used for aviation pur- 
poses. To Ways and Means Committee. 

H. B. No. 459 authorizes the collection 
of the state gasoline tax on gasoline sold 
on Federal territory within the State of 
Maryland. To Ways and Means Commit- 
tee. 


Insurance Taxes.—S. B. No. 180 reclassi- 
fies for purposes of taxation casualty, 
surety, etc., companies so that they will 
be classified as ordinary business corpo- 
rations, and increases the tax on premiums 
with respect to fidelity, surety, casualty, 
liability and compensation insurance, and 
taxing fire and marine insurance premiums. 
To Finance and Judicial Proceedings Com- 
mittee. 

H. B. No. 309 relates to the reporting 
and collection of taxes on premiums writ- 
ten in the State. To Insurance and Loans 
Committee. 

H. B. No. 384 provides for life insurance 
agent’s and solicitor’s licenses to solicit 
legal reserve ordinary life insurance, appli- 
cations and qualifications for such licenses, 
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annual renewal and fees for new applica- 
tions. To Insurance and Loans Committee. 


Property Taxes.—S. B. No. 217 relates 
to the levy of taxes for Thurnout and the 
publication of a detailed statement of the 
financial condition of the town, and also 
extends the taxable limits. 

H. B. No. 342 authorizes a tax levy in 
Baltimore County for years 1938 and 1939 
for relief of unemployed and destitute per- 
sons. To Baltimore County Delegation. 

H. B. No. 344 extends time for levying 
upon real and personal property for taxes 
due for years 1936 and 1937. To Baltimore 
County Delegation. 

H. B. No. 455 amends Sec. 14, Ch. 507, 
Laws 1931 increasing the tax levy of the 
town of Mountain Lake Park subject to 
referendum. To Garrett County Delegation. 


Tax on Telephone and Electric Light 
Poles.—S. B. No. 179 adds Sec. 47A to 
Article 1A of the Code of Public Local 
Laws, authorizing the City Council of 
Cumberland to license, regulate and tax 
telephone, electric light and other poles on 
the streets of the city. To Finance Com- 
mittee. 


Tax Sales—Redemption.—H. B. No. 389 
provides that proper notations be made 
when property which has been sold for 
taxes has been redeemed. To Montgomery 
County Delegation. 


MASSACHUSETTS 
Introductions 


Gasoline Tax.—H. B. No. 1594 removes 
the exemption in favor of certain boats 
and vessels in connection with the excise 
tax on sales of gasoline. To Taxation 
Committee, 

H. B. No. 1594 provides for the payment 
by the commonwealth to its municipalities 
of the proceeds of the temporary increase 
in the gasoline tax. To Taxation Commit- 
tee. 


Income Tax.—H. B. No. 1594 provides 
for an income tax of 1% on gross income 
from rents or royalties received from real 
property located within the commonwealth. 
To Taxation Committee. 

Motor Vehicles.—H. B. No. 1594 regu- 
lates the taxes on motor vehicles within 
the commonwealth owned by non-residents. 
To Taxation Committee. 

H. B. No. 1608 relates to revocation of 
licenses to operate motor vehicles. 


Property Taxes.—H. B. No. 1594 pro- 
vides for the taxation of intangible per- 
sonal property. To Taxation Committee. 

H. B. No. 1606 relates to assessment of 
real estate of deceased persons in certain 
cases. To Taxation Committee. 

H. B. No. 1612 relates to exemption from 
the payment of local taxes on tangible 
personal property. 

Utilities—H. B. No. 1594 provides for 
the local determination of value of tangi- 
ble personal property of public utility cor- 
porations for the purpose of taxation. To 
Taxation Committee. 


Approvals 

Business Licenses.—H. B. No. 1374 es- 
tablishes fees for sealing certain large ca- 
pacity scales and certain liquid capacity 
measures, Chapter 74. 

Property Taxes.—H. B. No. 463 relates 
to fees for recording of takings by collec- 
tors of taxes. 
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MICHIGAN | 


Introductions 


Collection of Taxes—H. B. No. 313) 
moves collection fee date from January 10 
to February 1 and reduces fee from 4% to 
2% in townships. Interest rate reduced 
from 4% to %%. To Taxation Committee. 


Delinquent Taxes.—S. B. No. 154 places 
all 1933, 1934 and 1935 taxes on the install- 
ment basis for 10 years if payment is 
started by June 1, 1937. To Taxation Com- 
mittee. 

H..B. No. 237 places delinquent taxes on 
installment basis for 10 years if payment 
is started by September 1, 1937. To Tax- 
ation Committee. 


Inheritance Taxes.—H. B. No. 251 re- 
defines death taxes and provides for pro- 
cedure in the probate court in inheritance 
tax law. To Judiciary Committee. 


Iron and Copper Severance Tax.—H. B. 
No. 231 provides for a severance tax of % 
of the gross cash value of the production 
of iron ore or copper during preceding 
monthly period. To General Taxation 
Committee. 


Liquor Sales Tax.—S. B. No. 178 places 
a 10% privilege tax on gross proceeds of 
sales of liquor to state. To Taxation Com- 
mittee. 


Motor Vehicle Licenses.—H. B. No. 241 | 


provides that licenses will expire in May 
instead of December. 
Committee. 


H. B. No. 299 provides for the prorating | 


of number of months motor vehicle license 
will run for the cost of the license. To 
State Affairs Committee. 


To State Affairs | 





sales tax to 2% starting June 30, 1937. To 
Taxation Committee. 


Use Tax Law.—H. B. No. 317 provides a | 


specific excise tax of 3% on the storage, 
use or consumption in Michigan of tangi- 
ble personal property. To Taxation Com- 
mittee. 


MINNESOTA 


Introductions 


Alcoholic Beverages.—H. B. No. 1380 
allows certain 4th class cities to grant on- 
sale licenses in addition to its municipal 
off-sale store. To Liquor Control Com- 
mittee. 

S. B. No. 917 levies a graduated tax on 
hard liquor ranging from 60 cents per 
gallon on liquor selling for under $4 per 
gallon to $1.50 per gallon on liquor selling 
over $10 per gallon. To Taxes Committee. 


Chain Store Tax.—H. B. No. 1058 im- 
poses a graduated tax upon retail chain 
stores. Rates graduated from $50 on one 
store in steps of $50 up to $800 on stores 
in excess of 15. 

H. B. No. 1139 relates to the chain store 
tax of 2% monthly on inventories. To 
Commerce Committee. 

S. B. No. 1056 amends chain store tax 
law to impose 2% tax on gross sales over 
$100,000; levies $5 fee on first store. To 
Taxes Committee. 

S. B. No. 1080 levies tax on chain farm- 
ing. To Taxes Committee. 


Gasoline Tax.—H. B. No. 1099 increases 
the gasoline tax to four cents per gallon. 
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H. B. No. 1244 exempts road construc- 


_tion machinery gasoline from state gaso- 
|line tax. 


To Motor Vehicles Committee. 
S. B. No. 897 amends Sec. 2720-72 of 
Mason’s 1927 Statutes to give retailers 2/3 
of gasoline evaporation shrinkage allow- 
ance. To Motor Vehicles Committee. 


Insurance Companies.—H. B. No. 1004 
(same as S. B. No. 839) provides for ex- 
amination fees of insurance companies. To 
Insurance Committee. 

H. B. No. 1036 relates to insurance in 
unlicensed companies. To Insurance Com- 
mittee. 

S. B. No. 965 collects dues from self 
insurers and property owners insured with 
unlicensed companies. To Insurance Com- 
mittee. 

S. B. No. 977 relates to the right of in- 
surance commissioner to license certain 
companies. To Insurance Committee. 


Iron Tax.—S. B. No. 866 relates to law 
concentration iron tax. To Taxes Com- 
mittee. 

S. B. No. 867 relates to assessed valuations 
of low grade ores. To Taxes Comniittee. 


Mining.—S. B. No. 1085 levies a gross 
production tax on mining, 10% of gross 
ore valuation, reduces value of ore lands 
from 50% to 25%, rebates tax on ore com- 
pletely processed in state. To Taxes Com- 
mittee. 

Motcr Vehicles.—H. B. No. 1040 relates 
to motor vehicles tax law and licenses. To 
Motor Vehicles Committee. 

H. B. No. 1057 relates to refunds of mo- 
tor vehicles licenses. To Motor Vehicles 
Committee. 

S. B. No. 878 relates to motor vehicles 


|tax law and licenses. 
Sales Tax.—H. B. No. 247 reduces the | 


S. B. No. 930 levies a ton mile tax on 
certain motor trucks. To Motor Vehicles 
Committee. 

S. B. No. 987 relates to registration of 
motor vehicles. —To Motor Vehicles Com- 
mittee. 


Omnibus Tax Bill.—S. B. No. 1078, om- 
nibus tax bill, increases all special taxes, 
repealing income tax, imposing %4% and 
2% gross income tax. To Taxes Committee. 


Property Taxes.—H. B. No. 1053 permits 
first class cities to buy property at tax 
sales. To Cities Committee. 

H. B. No. 1064 relates to the cancellation 
of real estate tax judgment sale certifi- 
cates. To Taxes Committee. 

H. B. No. 1068 fixes certain village tax 
levy limits. To Municipal Affairs Com- 
mittee. 

H. B. No. 1069 amends Sec. 1933-9, Ma- 
son’s 1927 Statutes, to authorize an an- 
nual levy. To Municipal Affairs Committee. 

H. B. No. 1071 amends Chap. 300, Secs. 
1 and 5, Laws 1935, relative to real estate 
tax proceedings. To Taxes Committee. 

H. B. No. 1072 amends Sec. 1984, Ma- 
son’s 1927 Statutes, relative to the assess- 
ment of personal property as of September 
1. To Taxes Committee. 

H. B. No. 1073 authorizes an additional 
tax levy in 3d class cities. To Municipal 
Affairs Committee. 

H. B. No. 1148 requires mortgagees be 
sent notice of expiration of time for re- 
demption from tax sales. To Judiciary 
Committee. 

H. B. No. 1237 authorizes certain county 
boards to levy extra taxes for revenue 
fund. 





To Towns and Counties Committee. 
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H. B. No. 1330 authorizes tax levy by 
certain school districts. To Taxes Com- 
mittee. 

H. B. No. 1347 relates to levies for reve- 
nue purposes in certain counties. To 
Towns and Counties Committee. 

H. B. No. 1355 relates to the valuation 
limits for assessments by certain towns 
and counties. To Towns and Counties 
Committee. 

H. B. No. 1362 limits tax rate in certain 
school districts. To Education Committee. 

H. B. No. 1379 imposes a 3 cents per 
cubic yard tax on sand and gravel taken 
from pits; to be effective July 1, 1937. To 
Taxes Committee. 

S. B. No. 858 relates to tax levy in cer- 
tain instances. To Towns and Counties 
Committee. 

S. B. No. 890 relating to the cancellation 
of real estate tax judgment sale certifi- 
cates. To Taxes Committee. 

S. B. No. 891 fixes the tax levies of cer- 
tain villages. To Towns and Counties 
Committee. 

S. B. No. 912 fixes the maximum annual 
levy for certain 3d class cities. To Towns 
and Counties Committee. 

S. B. No. 918 amends Chapter 357, Laws 
1921, regarding county school tax in cer- 
tain counties. To Education Committee. 

S. B. No. 943 authorizes tax commission 
to reassess real estate where original valu- 
ation is attacked. To Taxes Committee. 

S. B. No. 956 authorizes certain refunds 
of payments made at tax sales. To Ju- 
diciary Committee. 

S. B. No. 1011 limits towns taxes. To 
Municipal Affairs Committee. 

B. No. 1012 limits taxes of cities, 
villages and school districts. To Munici- 
pal Affairs Committee. 

S. B. No. 1049 authorizes certain county 
boards to levy in excess of limitation for 
revenue fund. To Towns and Counties 
Committee. 

S. B. No. 1123 relates to tax limit in 
certain school districts. To Education 
Committee. 

S. B. No. 1130 provides tax levies for 
fire and police departments in certain 4th 
class cities. To Municipal Affairs Com- 
mittee. 

S. B. No. 1140 relates to liens on taxes 
on personal property. To Judiciary Com- 
mittee. 

Utilities—S. B. No. 821 relates to tele- 
phone gross earnings tax. To Telephone 
Committee. 


Approval 


Motor Vehicles.—S. B. No. 823 relating 
to refunding of motor vehicle license pen- 
alties was approved March 3, 1937; now 
becomes Chap. 44, L. 1937. 


MISSOURI 


Introductions 


Automobiles.—A. B. No. 407 amends Sec. 
7770, Art. 1, Ch. 41 of R. S. (1929) relating 
to motor vehicles and license fees. 

Capital Stock—A. B. No. 384 amends 
Sec. 4641, Art. 1, Ch. 32, R. S. (1929) re- 
lating to a tax on capital stock. 

Chain Stores.—S. B. No. 117 and H. B. 
No. 417 require licenses for the establish- 
ment, opening, etc. of chain stores. 

Coin Machines.—A. B. No. 499 author- 
izes cities to license, tax, regulate, etc., 
coin operated machines. 
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Collection of Taxes.—S. B. No. 160 re- 
peals Sec. 9935, Laws of 1933 relating to 
the collector and collection of taxes. 

A. B. No. 423 repeals Sec. 9914, Ch. 59, 
Art. 8, R. S. (1929) in reference to the 
collection of taxes. 

Delinquent Taxes.—A. B. No. 326 author- 
izes payment of delinquent taxes for the 
year 1936 and the waiver of interest and 
penalties. 

A. B. No. 383 amends Sec. 9956A of 
S. B. No. 94 in relation to delinquent taxes. 

Horse Racing.—A. B. No. 347 provides 
for the regulation and licensing of horse 
racing. 

Income Tax.—S. B. No. 120 repeals 
Secs. 10, 115 of the Income Tax Law. 

Inheritance Tax.—S. B. No. 118 repeals 
Sec. 572 of Art. 21, Ch. 1 of R. S. (1929) 
relating to the inheritance tax. 

S. B. No. 172 relates to the inheritance 
tax. 

Motor Vehicles——HJ and CR 1 submits 
to the voters a constitutional amendment 
relating to the power of the assembly to 
levy and collect state registration fees, li- 
cense taxes, etc. on motor vehicles and 
fuels. 

Municipal Licensing.—A. B. No. 369 re- 
lates to the license tax and powers of cities 
in regard thereto. 

Tax Commission.—A. B. No. 482 pro- 
vides for the establishment of a tax com- 
mission. 












































MONTANA 


The Montana Legislature, Regular Ses- 
sion, adjourned on March 5, 1937. 


Approvals 
Alcoholic Beverages.—S. B. No. 161 re- 
lates to the manufacture and sale of beer. 
H. B. No. 196 permits private licensed 
liquor dealers and provides for local op- 
tion by counties. 


Chain Store Tax.—H. B. No. 38 pro- 
vides for a new chain store tax law with a 
graduated scale of license fees. 


Corporation License Tax.—H. B. No. 80 


increases the corporation license tax from 
2% to 3%. 


Electrical Energy Producers’ License 
Tax.—H. B. No. 159 amends Secs. 2343.1 
and 2343.3, Ch. 210, Code of 1935, relative 
to electrical energy producers’ license tax. 


Gasoline Tax.—H. B. No. 316 provides 
for a refund to the government on the gaso- 
line tax paid to the state. 

H. B. No. 329 relates to tax paid on 
petroleum products. 

H. B. No. 335 relates to tax on petroleum 
products. 


Motor Vehicle Registration.—H. B. No. 
243 relates to license plates on cars. 

H. B. No. 289 relates to registration and 
fees for motor vehicles and provides for 
fees for tractors and trailers. 


Property Taxes.—S. B. No. 1 permits real 
property to be redeemed from tax sale by 
payment of original tax before December 
1, 1938. 

S. B. No. 45 provides a 6% maximum in- 
terest on improvement district assessments. 

S. B. No. 55 exempts from taxation any 
lands owned by the state water conserva- 
tion board. 

S. B. No. 84 defines the priority of per- 
sonal property taxes as applied to real es- 
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tate and permits payment and redemption 
from the lien thereof. 

S. B. No. 86 relates to classification of 
property for taxation. 

S. B. No. 92 relates to procedure in ap- 
plying for tax deeds. 

S. B. No. 93 authorizes county treasurers 
to assign duplicate certificates on tax sales. 

S. B. No. 97 relates to the redemption of 
real estate from execution. 

S. B. No. 133 validates land titles under 
tax deeds. 

H. B. No. 9 relates to the assessment and 
sale of real estate for delinquent taxes. 

H. B. No. 114 relates to the power of 
city clerks or treasurers in collecting road 
toll tax. 

H. B. No. 119 relates to a tax levy by 
cities for maintaining of municipal parks. 

H. B. No. 218 provides for reissuance of 
contracts for tax deed lands. 

H. B. No. 271 provides for a tax levy for 
police reserves in cities of the first and 
second class. 


Royalty in Kind.—H. B. No. 131 relates 
to the assessment of royalty in kind. 


Tax on Telephone Receipts.—H. B. No. 
102 provides for a 2% tax on telephone 
receipts. 


Taxes Erroneously Paid.—H. B. No. 317 
provides for a refund of taxes erroneously 
paid. 


NEBRASKA 


Introductions 
Tobacco Tax.—B. No. 554 imposes on 
cigarettes a tax of four cents, on cigars 
one cent, and on tobacco sixteen cents per 
pound. To Revenue Committee. 


Approval 


Invalid Taxes.—B. No. 49 limits the time 
for bringing action to recover money col- 
lected under an invalid tax. 


NEVADA 


Introductions 

Motor Vehicles.—S. B. No. 61 amends 
law requiring registration of motor vehi- 
cles. To Public Highways Committee. 

S. B. No. 64 amends law requiring regis- 
tration of motor vehicles. To Public High- 
ways Committee. 

S. B. No. 74 amends Public Service 
Commission Act to more thoroughly define 
“convoys”, and to place taxis under the 
provisions of such law, fixing a license fee. 
To Judiciary Committee. 


Property Taxes.—H. B. No. 158 provides 
for similar assessment of all lands simi- 
larly situated. To Taxation Committee. 


Approvals 
Motor Vehicles—A. B. No. 79 amends 
the motor vehicle law. 


Property Taxes.—S. B. No. 16 amends 
the law regulating the taxation of banks. 


NEW HAMPSHIRE 


Introductions 


Alcoholic Beverages.—H. B. No. 411 pro- 
vides for special grill room liquor license. 
To Liquor Laws Committee. 


Lobster Industry.—H. B. No. 409 relates 


to license for the lobster industry. To 


Fisheries and Game Committee. 
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Property Taxes.—H. B. No. 387 relates 


to the property tax reduction fund. To 
Ways and Means Committee. 


Approval 
Property Taxes.—H. B. No. 75 establishes 


a new apportionment for the assessment 
of public taxes. 


NEW JERSEY 


Introductions 
Alcoholic Beverages.—A. B. No. 336 per- 


mits the sale of alcoholic beverages through 
special permits by druggists and pharma- 
cists at a fee of $10. To Alcoholic Bever- 
ages Committee. 


A. B. No. 381 provides that municipal 


limitation of number of alcoholic beverage 
licenses shall be by ordinance and only 
after notice and public hearing. To Alco- 
holic Beverages Committee. 


Franchise Tax.—A. B. No. 414 exempts 


banks in the process of liquidation or ref- 
ormation under the Banking Commissioner 
from state franchise taxes. 
Committee. 


To Taxation 


Gasoline Tax.—A. B. No. 427 increases 


from $2 to $10 the license fee for retailers 
of motor fuel. 


To Judiciary Committee. 
Motor Vehicles.—A. B. No. 370 permits 


delinquent applicants for motor vehicle tax 
refunds to make such application. To Mis- 
cellaneous Business Committee. 


A. B. No. 453 reduces the motor vehicle 


driver’s license fee from $3 to $1. To Mis- 
cellaneous Business Committee. 


Property Taxes.—S. B. No. 179 provides 


a $10 deposit to be filed with tax appeal 

cases which shall be forfeited in unsuccess- 

ful petitions. 
A. B. 


No. 364 permits owners of tax 
sale certificates to be entitled to immediate 
possession of property and the rents and 


profits therefrom. To Taxation Committee. 


A. B. No. 413 permits banks formerly 
closed and now being operated under the 
Banking and Insurance Commissioner to 
deduct the assessed value of all real prop- 
erty in arriving at the taxable value of the 
common stock. To Taxation Committee. 

A. B. No. 435 extends the time for com- 
puting the average rate of taxation for the 
year 1937. To Taxation Committee. 

A. B. No. 436 makes more certain titles 
acquired by municipalities in the fore- 
closure of tax titles. To Miscellaneous 
Business Committee. 

A. B. No. 441 protects taxing districts 
from evasion of payment of taxes on per- 
sonal property in the possession of an exec- 
utor or trustee. To Revision of Laws 
Committee. 

A. B. No, 442 fixes the situs for taxation 
of personal property in the possession of 
testamentary trustees. To Revision of Laws 
Committee. 

A. B. No. 443 imposes a personal liability 
upon executors or trustees who distribute 
personal property of an estate without pay- 
ing taxes due thereon. To Taxation Com- 
mittee. 

A. B. No. 444 provides an additional 
remedy for the collection of personal taxes 
by giving the Orphans’ Court jurisdiction 
to enforce payment of personal taxes. To 
Taxation Committee. 

A. B. No. 445 and A. B. No. 446 provide 
additional remedies for the collection of 
taxes on personal property in the posses- 
sion of an executor or trustee. To Tax- 
ation Committee. 
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Approval 


Property Taxes.—S. B. No. 58 validates 
tax certificates holding certain technical 
defects. Chapter 12. 


























NEW MEXICO 























The New Mexico Legislature adjourned 
on March 13, 1937. 
Approvals 








Accountants.—S. B. No. 202 requires a 
$5 annual renewal fee for a certificate from 
the State Board of Accountancy. 


Barbers.—H. B. No. 100 regulates the 
practice of barbering and prescribes terms 
on which licenses may be issued, including 
hair cutters in beauty shops. 


Delinquent Taxes.—H. B. No. 18 pro- 
vides for the discharge of tax liens for 
interest and penalties upon delinquent taxes 
paid before June 15, 1937. 

Fraternal Benefit Societies.—S. B. No. 85 
imposes a tax on gross premium receipts 
of fraternal benefit societies. 

Gasoline Tax.—H. B. No. 76 revises and 
codifies the state gasoline tax. 

Income Tax.—H. B. No. 152 rewrites and 
amends the income tax. 

Irrigation Assessments.—S. B. No. 67 
fixes the interest rate at one-half of one 
per cent per month on delinquent irriga- 
tion assessments. 

Land Acquired by Federal Government. 
—H. J. R. memorializes Congress to enact 
legislation enabling New Mexico to tax 
land acquired by the federal government 
from private owners in the State. 

Motor Vehicle Registration.—S. B. No. 41 
provides for state examination of drivers. 

S. B. No. 68 provides for regulation of 
out-of-state used car dealers; and requiring 
registration of all used cars brought into 
the State for sale. 

S. B. No. 186 requires a $5 motor vehicle 
registration fee for non-resident agents 
traveling in the State. 


Occupational Tax.—S. B. No. 170 amends 
the municipal occupation tax. 

Oleomargarine Tax.—H. B. No. 93 de- 
fines oleomargarine, levying an excise tax 
on oleo containing fats and oil and other 
ingredients except in certain cases. 

Property Taxes.—S. B. No. 65 authorizes 
irrigation districts boards under federal 
projects to sue for delinquent assessments. 

S. B. No. 156 relates to property assess- 
ments for maintaining the streets. 

Sales Tax.—H. B. No. 151 rewrites and 
amends the sales tax including punch 
boards. 

Severance Tax.—S. B. No. 49 levies an 
excise tax on the state’s natural resources 









































































































































































































































































































































NEW YORK 
Introductions 
Alcoholic Beverage License — Drug 
Stores.—S. B. No. 978 permits issuance of 
liquor and wine license to bona fide drug 


stores, annual fee to be $250. To Excise 
Committee. 



























































S. B. No. 1337 and A. B. No. 1831 strike 
the provisions that licenses granted after 











less than 4 year, and that summer license 
fee for hotel, restaurant or club shall not 
be less than 4% of regular annual fee. To 
Excise Committee. 























Alcoholic Beverage Tax—License Fee.— | 


July 1 or October 1 shall in no case be for | 


THE TAX MAGAZINE 


Beer License.—S. B. No. 1336 provides 
for vendor’s license for distribution of beer 
and for fees thereof. To Excise Com. 


Cattle Dealers.—S. B. No. 1209 and A. B. 
No. 1703 require cattle dealers to be li- 
censed. To Agriculture Committee. 


Corporation Tax.—S. B. No. 970 and A. 
B. No. 1469 provide that civil remedies for 
the collection of license fees shall be sub- 
ject to no limitation, as is now provided 
for collection of corporation tax. To Tax- 
ation Committee. : 


Deduction of Interest.—S. B. No. 1259 
provides that interest paid or accrued on 
estate inheritance, legacy, succession, gift 
or income taxes shall not be deductible to 
the extent that it exceeds rate of 6% per 
year. To Taxation Committee. 


Entire Net Income for Franchise Tax.— 
S. B. No. 987 defines “entire net income” 
to include 90% of interest on indebtedness 
to stockholders, except that amounts not 
in excess of $1000 may be deducted. To 
Taxation Committee. 


Estate Tax.—A. B. No. 1857 grants to 
step-father and step-mother exemption of 
$5000 from tax on estate of residents and 
non-residents. To Taxation Committee. 


Farm Implements—Registration Fees.— 
A. B. No. 1472 exempts from the payment 
of registration fees truck sprayers, farm 
tractor trailers or other trailing farm 
implements or machinery when used ex- 
clusively in agricultural pursuits. To Mo- 
tor Vehicles Committee. 


Fire Insurance Premium Tax.—S. B. No. 
1082 and A. B. No. 1485 reduce the share 
of the tax on policies covering property 
in Brooklyn to be paid to exempt Fireman’s 
Benevolent Fund from 23 to 15% and in- 
crease the share in Kings from 22 to 30%. 
To N. Y. City Committee. 


Franchise Tax Lien.—S. B. No. 973 and 
A. B. No. 1464 make the franchise tax on 
business corporations a lien as of the date 
the tax is due as well as payable. To Tax- 
ation Committee. 


Gain or Loss—Reorganization.—S. B. 
No. 12¢0 defines reorganization for the pur- 
pose of computing gain or loss under the 
income tax law. To Taxation Committee. 

Income from Stock Dividends.—S. B. 
No. 1258 requires the inclusion in gross 
income for income tax purposes, income 
from stock dividends, and strikes out the 
exemption of stock dividends received by 
shareholder. To Taxation Committee. 

Income Tax—Exemption of Compensa- 
tion from U. S.—S. B. No. 1258 strikes out 
the exemption previously allowed of in- 
come received as salaries, wages and com- 
pensation from United States by officials 
and employees including persons in mili- 
tary service from personal income tax law. 
To Taxation Committee. 

Installment Collection in Cities—S. B. 
No. 1128 and A. B. No. 1495 authorize in- 
| stallment collection of real property taxes 
| in cities after determination of appropriate 
public body. To Cities Committee. 


Itinerant Merchants.—S. B. No. 1167 and 
| A. B. No. 1638 provide for permissive 
registration of itinerant merchants buying 
farm products for sale and transporting 
| them along the highway by motor vehicle, 
| prescribing fees, etc. To Agriculture Com- 
| mittee. 





$1,000 for manufacturer. 
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Lien of Estate Tax.—S. B. Nos. 972, 975 
and A. B. Nos. 1465 and 1468 provide that 
the lien of the estate tax shall be subject 
to prior mortgage liens on the real prop- 
erty in any estate. To Taxation Commit- 
tee. 


Lien of Tax on Foreign Corporations.— 


S. B. No. 971 and A. B. No. 1467 provide 
that the lien of tax on foreign corporations 
under Section 181, Tax Law, shall be sub- 
ject to a mortgage lien prior in time to 
the due date of such tax. To Taxation 
Committee. 


Milk Dealer’s License.—S. B. No. 1042 


and A. B. No. 1390 require a fee of $25 


from dealers acting as brokers and not 


handling milk physically. To Agriculture 
Committee. 


Motor Vehicle Registration—S. B. No. 
1162 and A. B. No. 1496 provide for a flat 
fee of $6 for registration of motor vehicles. 


To Motor Transportation Committee. 


A. B. No. 1458 reduces by one-half the 
registration fees for motor vehicles. To 
Motor Vehicl.s Committee. 

A. B. No. 1698 requires application for 


motor vehicle registration to be presented 


in county in which applicant resides. To 
Motor Vehicles Committee. 


Motor Vehicles—State Departments.— 
S. B. No. 988 creates Division of Motor 
Vehicles in tax department. To Finance 
Committee. 


Oleomargarine.—S. B. No. 1070 and A. B. 
No. 998 provide for a license fee for sale 
and manufacture of oleomargarine ranging 
from $10 for boarding house keeper to 
To Agricuiture 
Committee. 

Peddler’s License—A. B. No. 1701 per- 
mits veteran having peddler’s license to 
exercise rights under it in any county by 
filing certified copy with county clerk with- 
out fee. To General Laws Committee. 

Personal Income Tax.—S. B. No. 865 and 
A. B. No. 1827 make tax on assessment of 
personal income payable when due instead 
of in 60 days. To Taxation Committee. 

Reforestation.—A. B. No. 1728 strikes 
out provision exempting from state and 
county taxes property acquired for refores- 
tation purposes. To Taxation Committee. 

Registration of Trade Marks.—A. B. No. 
1792 provides for registration of trade 
marks, stamps, seals, letters, names, sym- 
bols, emblems, etc., with Secretary of State 
on payment of $25 fee. To Commerce and 
Navigation Committee. 

Roadside Cottages—A. B. No. 1585 au- 
thorizes municipalities to license roadside 
cottages at annual fee not to exceed $25. 
To Cities Committee. 


Roadside Markets—Registration.—S. B. 
No. 1060 and A. B. No. 1538 provide for 
the registration of farmers’ roadside mar- 


kets, fee to be $5. To Agriculture Com- 
mittee. 


Sale of Liquor at Retail.—S. B. No. 1344 
provides for additional fees from licensees 
selling liquor at retail for on-premises 
consumption, increases ranging from 1% 
of gross sales not exceeding $120,000 a year 
to 5% of gross sales exceeding $1,500,000. 
To Excise Committee. 

Sale of Liquor at Wholesale.—S. B. No. 
1343 provides for additional fees from li- 
censees selling liquor at wholesale, increases 
range from 1% of gross sales not exceed- 
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ing $400,000 a year to 5% of gross sales 
not exceeding $3,000,000. To Excise Com- 
mittee. 


Selling Liquor at Retail (Off-Premises). 
—S. B. No. 1345 provides for additional 
fees from licensees selling liquor at retail 
for off-premises consumption, increases 
range from 1% of gross sales not exceed- 
ing $80,000 per year to 5% of gross sales 
exceeding $2,000,000. To Excise Commit- 
tee. 


Stock Transfer Tax—Increase in Rates. 
—S. B. No. 986 increases stock transfer tax 
rates to be 1¢ on sales of less than $1; 2¢ 
on sales of $1 but less than $5; 3¢ on all 
sales of less than $20 but more than $5; 
and 4¢ for all sales of $20 or more. To 
Taxation Committee. 


Stock Transfers Tax.—A. B. No. 1829 
provides that tax rate on stock transfers 
shall be 11%4¢ where sale is for $5 or more 
but less than $20, and 1¢ where the sale 
is for $1 or more but less than $5, and Y¢ 
where the sale is for less than $1. To Tax- 
ation Committee. 


Tax Collection—Villages.—S. B. No. 1129 
and A. B. No. 1493 amend the village law 
providing for additional method of tax 
collection in installments. To Villages Com- 
mittee. 


Tax Limitation—Constitutional Amend- 
ment.—S. B. No. 925 and A. B. No. 1418 
amend the state constitution by reducing 
from 2 to 134% tax limit on real property 
in counties having 100,000 population and 
extending the limitation to all local dis- 
tricts. To Judiciary Committee. 


Tax Sale—S. B. No. 1111 and A. B. No. 
1554 provide that property of a municipal 
corporation acquired at tax sale shall be 
deemed to be held for public use. To Tax- 
ation Committee. 

Tobacco Tax.—A. B. No. 1581 imposes a 
stamp tax on tobacco and tobacco products. 
To Taxation Committee. 


Transfer of Property in Trust.—S. B. 
No. 1261 relates to the computation of gain 
or loss for personal income tax purposes 
when property is acquired by transfer in 
trust, other than by bequest or devise, 
after Dec. 31, 1936. To Taxation Commit- 
tee. 


Transfer Tax Liens.—S. B. No. 976 and 
A. B. No. 1466 make transfer tax liens 
subject to prior mortgage liens on real 
property in the estate. To Taxation Com- 
mittee. 


Transfer Tax Liens on Nonresidents.— 
S. B. No. 974 and A. B. No. 1470 make the 
lien of the transfer tax on the estates of 
nonresidents subject to prior mortgage 
liens on the real property of the estate. 
To Taxation Committee. 


Unpaid Taxes.—S. B. No. 1361 permits 
New York City tax collector to receive 
7% for unpaid taxes from April 1, 1937 
and 10% for prior unpaid taxes between 
January 1, 1934 and April 1, 1937. To New 
York City Committee. 


Unincorporated Business Tax.—A. B. No. 
1793 provides that for tax purposes an un- 
incorporated business shall not be deemed 
to include service or activity of person in 
care, maintenance and operation of real 
property which he owns or has an interest 
in, if no compensation is received. To Tax- 
ation Committee. 


Vending Machines.—S. B. No. 1264 and 


A. B. No. 366 impose a tax on coin or | 











token operated vending machines ranging 
from $5 to $100 according to value of coin 
inserted. To Taxation Committee. 


B. No. 1555 make village tax sales held in 
1937 void though notice not published as 
specified by Sec. 126-d Village Law. To 
Villages Committee. 


394 and H. B. No. 856 amend H. B. No. 55, 
Laws 1937 known as the “Alcoholic Bev- 
erage Control Act.” 
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Village Tax Sale.—S. B. No. 1110 and A. 


NORTH CAROLINA 


Introductions 
Alcoholic Beverages Taxes.—S. B. No. 


Motor Vehicle Registration.—H. B. No. 


497 requires the registration of motor ve- 
hicles, 
quires the payment of fees thereon and the 
issuance of certificates of titles. 


trailers and semi-trailers and re- 


H. B. No. 743 fixes fees for private pas- 


senger vehicles at $5.00. 


Property Taxes.—H. B. No. 553 provides 
more accurate and complete assessing and 
listing of lands for taxation. 

H. B. No. 684 exempts homesteads not 


exceeding $500.00 in value from ad valorem 


taxes. 


Sales Tax.—S. B. No. 264 provides for 
regulations so as to prohibit unfair trade 
practices in the administration of the Gen- 
eral Retail Sales Tax Law, and to author- 
ize the Commissioner of Revenue to make 
regulations governing the collection of the 
tax. 

Tobacco.—H. B. No. 649 provides a tax 
on scrap or untied tobacco and to license 
buyers. 


Approvals 


General Revenue Act.—H. B. No. 35 en- 
acts the General Revenue Act. Important 
provisions include an increase in the in- 
come tax rates. Formerly the rates ranged 
from 3% to 6%. The rates are now from 
3% to 7%. Intangible personal property 
is classified for exclusive State taxation 
after the year 1937. 

Property Taxes.—H. B. No. 115 provides 
for the appointment of a Commission to 
make study of classification of property for 
taxation and exemption of property from 
taxation as authorized by the amendments 
to the Constitution. 


NORTH DAKOTA 


The North Dakota Legislature (Regular 
Session) adjourned on March 5, 1937. The 
First Special Session convened on March 8 
and adjourned on March 10, 1937. 


Regular Session 


Approvals 


Alcoholic Beverage Taxes.—H. B. No. 
233 places all beer of 4% and less under 
the same class as 3.2% for regulation 
purposes. 

H. B. No. 234 provides penalties for fail- 
ure of liquor dealers to make reports as 
required, 


Foreign Corporations.—H. B. No. 217 im- 
poses initial fees, license fees and miscel- 
laneous filing fees upon foreign corporations. 

Insurance Taxes.—H. B. No. 163 adds 
the requirement that accident and health 
insurance companies must show admitted 
assets to secure license in the State. 


Laws 1935, relative to licensing of resident 
agents for surety and insurance companies 
other than life insurance companies. 


269 provides for licensing of operators and 
regulates drivers. 


of assessment in irrigation districts the 
same quality as general tax liens. 


equalization of values by boards. 


of taxing units permitting an additional 
2 mill levy. 


commission to issue certificates of indebt- 
edness against unpaid taxes. 


on taxes to be paid, 
ary 15th each year. 


delinquent personal property taxes from 
salaries of state employees. 
that an agreement is made and taxes paid 


in 6 annual installments. 


benefits in drainage or irrigation districts. 


public service corporations in determining 
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H. B. No. 173 amends Sec. 7, Ch. 152, 




















Motor Vehicle Registration —H. B. No. 














Property Taxes.—S. B. No. 84 gives liens 

















S. B. No. 89 relates to the manner of 











S. B. No. 101 adds airports to activities 


























S. B. No. 246 authorizes the industrial 

















S. B. No. 248 authorizes reduction of 3% 
if paid by Febru- 


S. B. No. 252 relates to deduction of 
































H. B. No. 59 waives the penalty and in- 
terest on 1935 and prior taxes, provided 





























H. B. No. 118 relates to assessments of 

















H. B. No. 140 requires consideration by 
the Board of Equalization of reports by 




















their valuation for assessment purposes. 

H. B. No. 141 provides for the reassess- 
ment of service corporations where levies 
have been set aside by court action. 

H. B. No. 156 levies a half mill tax for 
interest and sinking fund on state bonds. 

H. B. No. 249 provides for the collection 
of taxes through the collection of rents. 

H. B. No. 292 provides for credit on 
real estate taxes for planting trees and 
hedge plants. 

H. B. No. 359 reduces the penalty for 
delinquent taxes. 

Public Utilities—H. B. No. 121 makes 
income tax reports of utilities available for 
evidence in valuation and rate making. 

Sales Tax.—S. B. No. 80 provides for a 
2% retail sales tax to be levied from May 
1, 1937 to June 30, 1939. 

Use Tax.—H. B. No. 248 places a 2% 
sales tax on automobiles purchased out of 
the state. 

Used Cars.—S. B. No. 194 regulates the 


business of selling used cars by non- 
resident dealers. 













































































































































































First Special Session 


Approval 


Income Tax.—S. B. No. 5 provides new 
rates of tax on income of individuals, fidu- 
ciaries and corporations. 












































OHIO 


Introductions 
Motor Vehicles.—H. B. No. 338 defines 
vehicles used exclusively in highway con- 
struction and exempts them from license 


tax on motor vehicles. To Motor Vehicles 
Committee. 


Property Taxes.—H. J. R. No. 48 pro- 
vides for a revision of the State Consti- 
tution to restore the fifteen-mill levy. 

Sales Tax.—H. B. No. 696 makes the 


sales tax poor relief appropriation immedi- 
ately available. 










































































































































































































































































238 


Tax Commission.—S. J. R. Nos. 21 and | 
22 and H. J. R. Nos. 46 and 49 appoint a| 
tax commission of 15 members to probe | 
tax systems of other states and to recom- | 
mend an efficient revenue system for Ohio. | 
To Rules Committee. 

Tax Levy.—H. B. No. 649 amends sec- 
tion 5265-18 of the General Code relative 
to the making of a tax levy outside the 
ten mill limitation. 


OKLAHOMA 


Introductions 

Business Licenses.—H. B. No. 385 levies 
$300 annual farm tractor tax. To Revenue 
and Taxation Committee. 

H. B. No. 409 provides for permits and 
regulates real estate brokers and salesmen. 

H. B. No. 442 legalizes horse racing and 
pari mutuel betting. To General Legisla- 
ture Committee. 

Income Tax.—S. B. No. 304 relates to 
refunds of income taxes erroneously paid. 
To Judiciary No. 1 Committee. 


Inheritance Tax.—H. B. No. 463 pro- 
vides for a determination of the state’s lien 
for inheritance transfer. To Revenue and 
Taxation Committee. 


Motor Vehicles.—H. B. No. 414 repeals 
the port of entry law. To Roads and High- 
ways Committee. 


Production Tax.—H. B. No. 423 provides 
for an 8% gross production oil tax and a 
1% tax on asphalt, lead and zinc. To 
Revenue and Taxation Committee. 

H. B. No. 426 provides for a 7% gross 
production tax on oil. To Revenue and 
Taxation Committee. 


Property Taxes.—S. B. No. 250 provides 
for payment of back taxes for one year 
under penalty waiver. To Revenue and 








Taxation Committee. 

S. B. 274 extends the time of payment of 
1936 ad valorem taxes. To Revenue and 
Taxation Committee. 

S. B. No. 285 relates to correction of 
mistakes and compromise of ad valorem 
taxes. 

S. B. No. 287 authorizes foreclosure for 
delinquent taxes where no tax sale or re- 
sale has been had for five years. 

S. B. No. 290 provides for the enforce- 
ment of tax liens on land. To Revenue and 
Taxation Committee. 

S. B. No. 301 vests in the county com- 
missioners the power to adjust delinquent 
taxes where the same equals at least 50% 
of the current assessed valuation. 

H. B. No. 388 authorizes the tax com- 
mission to use tax ferrets on a contingent 
basis. 

H. B. No. 400 amends Sec. 12313, Okla. 
Stats., providing for disposal of unclaimed 
tax refunds. 

H. B. No. 439 relates to the exemption 
of homesteads from ad valorem taxation. 


Tobacco.—H. B. No. 415 increases the 
cigarette stamp tax to 5¢ per package. To 
Revenue and Taxation Committee. 

Utilities —H. B. No. 456 levies a 20% tax 
on the gross receipts of pay telephones 
To Revenue and Taxation Committee. 


Approvals 


Property Taxes.—H. B. No. 96 author- 
izes remission of penalties on delinquent 
paving taxes in certain districts. 
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OREGON 
The Oregon Legislature adjourned 
March 8, 1937. 

Approvals 


Alcoholic Beverages.—H. B. No. 439 pro- 
hibits liquor licensees from being both 
wholesalers and retailers, and prohibits the 


| donation of money or property to dealers 
| from wholesalers. 


Gasoline Tax.—H. B. No. 52 amends the 
law relating to refunds on motor vehicle 
fuels. 

H. B. No. 107 provides an amendment 
to simplify the tax on motor vehicle fuel 
oil and refunds thereunder. 


Income Taxes.—H. B. No. 194 amends 
the law by providing for the manner of 
computing depletion allowances for per- 
sonal net incomes. 

S. B. No. 367 provides for the collec- 
tion of personal income tax. 

S. B. No. 368 amends Sec. 69-1438 of the 
Oregon Code of 1935 relating to warrant 
for the collection of intangibles income tax; 
authorizing the tax commission to settle 
or compromise the tax lien. 


Insurance.—S. B. No. 171 allows the 
court to impose a fine in place of revoking 
an insurance agent’s license when appealed 


Motor Carriers.—S. B. No. 246 provides 
for fees and taxes upon common, contract, 
and private carriers. 


Property Taxes.- -H. B. No. 142 provides 
for waiver of interest and penalties for 
delinquent taxes of 1935.and prior years. 

H. B. No. 273 increases the exemptions 
from tax on gifts. 

H. B. No. 284 amends the law relating 
to sales of land acquired by counties on 
foreclosures for delinquent taxes. 

H. B. No. 441 provides that the amount 
hereafter levied to support higher educa- 
tion shall not be less than the amount 
levied in 1930. Also appropriate $400,0C0 
extra out of the general fund. 

S. B. No. 225 amends the law regarding 
assessment and taxation. 

S. B. No. 309 gives counties the right 
to hold property taken for delinquent taxes 
indefinitely. 

S. B. No. 313 allows an additional ex- 
emption of $500 on homesteads of pen- 
sioned widows and civil war veterans. 

Utilities—H. B. No. 375 assesses fees 
on utilities and railroads on the percentage 
of gross operating revenues for intrastate 
business for the benefit of utilities com- 
missioner. 


PENNSYLVANIA 


Introductions 

Butter Substitutes—H. B. No. 1468 im- 
poses a tax on butter substitutes; ten cents 
a pound. To Agriculture Committee. 

Constitutional Amendment.—H. B. No. 
1172 proposes an amendment to section 1 
of Article 9 of the Constitution to define 
what are income and property taxes. To 
Constitutional Amendments Committee. 

Estate Tax.—H. B. No. 1325 amends the 
Fiduciaries Act to provide for apportion- 
ment of estate taxes in certain cases. 

Gasoline Tax.—H. B. No. 1096 provides 
that receipts from the Liquid Fuels Tax 
Law be distributed to cities, boroughs, 
towns and townships instead of counties. 

H. B. No. 1097 provides for a refund of 


‘taxes on fuel used in motor boats. 
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H. B. No. 1251 provides for refunding 


| tax on fuel used in agriculture. 


H. B. No. 1332 exempts fuel used by mu- 
nicipalities. 

Inheritance Tax—S. B. No. 382 amends 
the Transfer Inheritance Tax Law to pro- 
vide for deduction from inheritance tax of 
amounts of tax paid on property of de- 
cedent. To Finance Committee. 


Motor Vehicles.—H. B. No. 1104 changes 
the time for reduced motor vehicle fees to 
July Ist and October Ist. 

B. No. 475 authorizes boroughs to 
levy a tax on buses transporting passen- 
gers for hire within the borough limits. 
To Highways Committee. 

Property Taxes.—H. B. No. 1113 enables 
tax collectors to make returns of unpaid 
taxes for years 1929 to 1935 and validates 
the lien of such taxes. 

H. B. No. 1240 centralizes collection of 
local taxes in eighth class counties. To 
Counties Committee. 

H. B. No. 1265 provides for refund of 
taxes erroneously paid to municipalities. 

H. B. No. 1278 provides an exemption 
of $2,000 on real estate and $1,000 on per- 
sonal property. 

H. B. No. 1293 proposes a 6 mill tax on 

intangibles to be administered by revenue 
stamps. 
_H. B. No. 1303 abates penalties on de- 
linquent taxes in school districts of cities 
of the first class with payment in four in- 
stallments. 

H. B. No. 1310 provides for advance pay- 
ment of taxes due counties of the second 
class. 

H. B. No. 1462 extends the time to five 
years during which taxes on seated lands 
for 1934 and previous vears shall be liens 
and during which the county treasurer 
shall have the right to sell such lands. 

H. B. Nos. 1525 and 1526 provide that 
the personal property tax shall be levied 
on income producing intangibles only. 

H. B. No. 1594 repeals the State Per- 
sonal Property Tax Act. 

S. B. No. 370 authorizes first class cities 
to set off delinquent taxes against claims 


due from them. To City Government 
Committee. 


Approval 
Delinquent Taxes—Public Officials.—S. 
B. No. 122 provides for deductions from 
payrolls of public officers and employees 
of delinquent taxes, penalties, interest and 
costs due to cities of the first class. Be- 
comes Act No. 4. 


RHODE ISLAND 


Introductions 

Gasoline Tax.—H. B. No. 713 increases 
gasoline tax from 2¢ to 3¢ a gallon. To 
Finance Committee. 

Income Tax.—H. B. No. 712 imposes a 
tax on incomes. To Finance Committee. 

Motor Vehicles.—S. B. No. 69 prohibits 
persons under 20 from obtaining operator's 
license. To Special Legislation Committee 

H. B. No. 689 changes motor vehicle 
registration period from calendar year to 
period ending March 31st. To Judiciary 
Committee. 

Property Taxes.—H. B. No. 656 requires 
tax assessors to include production and 


'income value in fixing assessed values of 


property. To Judiciary Committee. 
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H. B. No. 696 raises rates on intangibles 
40 to 50 per cent. To Judiciary Committee. 
H. B. No. 717 permits sworn tax returns 
to be made before persons other than tax 
assessors. To Judiciary Committee. 


SOUTH CAROLINA 


Introductions 


Alcoholic Beverages.—H. B. No. 536 au- 
thorizes tax commission to purchase alco- 
holic liquors at wholesale and provides 
that licensed retail dealers may purchase 
their liquors from the Tax Commission 
only. To Judiciary Committee. 

H. B. No. 558 levies a special excise tax 
on manufacturing, storing, transporting 
and sale of alcoholic liquors. To Ways 
and Means Committee. 


Building and Loan Associations.—S. B. 
No. 360 provides that all interest shown 
on books of building and loan associations 
as having been earned shall be taxable 
at same rate as interest actually received 
whether or not paid. To Finance Com- 
mittee. 


Carriers.—S. B. No. 378 prescribes li- 
cense fees for certain classes of certificate 
holders and exempts such carriers from 
state and municipal licenses. 


Income Tax.—H. B. No. 628 repeals sub- 
division “F” section eight of Act entitled, 
“Act to provide a schedule of state aid 
for public schools to levy additional in- 
come taxes on public utility and other cor- 
poration taxes,” etc., known as Act 406 of 
Acts of 1933. To Education Committee. 


Inheritance Tax.—H. B. No. 664 pro- 
vides that there shall be no inheritance 
tax in South Carolina. To Ways and 
Means Committee. 


Soft Drinks—H. B. No. 667 exempts 
perishable whole fruit drinks from the soft 
drink tax where the whole fruit drink is 
produced by farmers or dairymen and sold 
in milk bottles. To Ways and Means 
Committee. 


Tourist Camps.—S. B. No. 355 provides 
for licensing tourist camps and roadhouses. 


Approvals 

Property Taxes.—H. B. No. 61 provides 
for levy of tax and expenditures in Marion 
County. 

H. B. No. 115 provides for levy of taxes 
for ordinary county and road purposes in 
York County. 

H. B. No. 190 provides for levy of taxes 
for Lexington County. 

H. B. No. 468 levies a tax of 14 mills on 
all taxable property in Jasper County for 
school purposes. 


SOUTH DAKOTA 


The South Dakota Legislature adjourned 
on March 5, 1937. 


Approvals 

Alcoholic Beverage Taxes.—S. B. No. 18 
amends Ch. 143, Laws 1935, relative to 
sale of intoxicating liquor by cities. 

S. B. No. 63 regulates liquor sales; retail 
license fee to be paid to county, four hun- 
dred dollars and also to city $200 to $600 
and wholesale license fees, $1,000. 

H. B. No. 189 provides for liquor dealers’ 
licenses of nine classes with graduated fees. 


_ Chain Store Tax.—S. B. No. 22 provides 
for a new chain store license tax. 
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Cigarette Tax——S. B. No. 65 provides 


for the licensing of wholesale and retail 
dealers and for a stamp tax on cigarettes. 


Income Taxes.—H. B. No. 186 amends 


the “three point law” relative to taxation 
of incomes of non-residents, also provides 
for revocation of permits issued under the 
sales tax provisions. 


Insurance Companies.—S. B. No. 125 re- 


quires all insurance policies except life in- 
surance to be written by resident agents. 
Commission. 


S. B. No. 126 requires insurance compa- 


nies to have certificates of authority to do 
business in the State. 


S. B. No. 136 changes fees for insurance 


companies filing articles, annual statements 
and certificates. 


Motor Carriers.—H. B. No. 181 provides 
that all owners of motor vehicles of any 


type for transportation of merchandise be 
subject to regulations of railroad commis- 


sioners same as motor carriers for hire. 


Motor Fuel Taxes.—S. B. No. 64 defines 
tractor fuel and provides for its exemp- 
tion from the gasoline tax. 

S. B. No. 69 taxes kerosene and distillate 
products when used for motor fuel. 

S. B. No. 132 provides for a fee of 2%4¢ 
per barrel for inspection of gasoline and 
kerosene, 


Ore Tax.—H. B. No. 133 amends Sec. 9, 
Ch. 203, Laws 1935, by increasing the ex- 
emption from the severance tax from the 
first 50,000 tons to the first 100,000 tons of 
ore mined or severed during any calendar 
year. 


Property Taxes.—S. B. No. 1 provides 
for a ten year contract with reference to 
delinquent taxes. 

S. B. No. 142 permits governing boards 
of cities to compromise special assessments. 

S. B. No. 210 provides the boards of edu- 
cation make tax levies in August. 

S. B. No. 211 provides that the county 
auditor report to the Superintendent of In- 
struction tax levies by boards of education. 

S. B. No. 256 provides for the right of re- 
demption of special assessments. 

H. B. No. 165 requires assessors to file 
lists of property by third Monday in June. 

H. B. No. 230 relates to homesteads de- 
fined to be exempt from the state tax. 

H. B. No. 250 provides for a tax levy of 
YZ mill on all property for old age pensions. 


Sales Tax.—H. B. No. 188 amends the 
sales tax law relative to use of receipts, 
tokens and other devices, also as to refunds. 

H. B. No. 196 increases the sales tax 
from 2 to 3%. 


Law Without Approval 


S. B. No. 212 provides for refunds of 
motor fuel tax for tractors, motor boats, 
aircraft and fuel for heat and light. 


TENNESSEE 


Introductions 


Aeronautics.—S. B. No. 570 and H. B. 
No. 816 regulate civil aeronautics. 


Gasoline Tax.—H. B. No. 732 exempts 
cities, etc. from gasoline inspection fees. 
To Ways and Means Committee. 

H. B. No. 842 exempts farmers from the 
gasoline tax. 


Property Taxes.—H. B. No. 846 permits 
quarterly payment of property taxes. 
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Statute of Limitations—S. B. No. 926 

and H. B. No. 926 amend the Code relative 

to the Statute of Limitations on taxes. 
Tobacco Tax.—S. B. No. 665 and H. B. 


No. 972 provide for change in administra- 
tion of tobacco tax. 





























Approvals 


Alcoholic Beverages Taxes.—H. B. No. 
598 increases the tax on beer to $1.70 per 
barrel. 


Excise Tax Law.—H. B. No. 601 amends 
the excise tax law by increasing the rate of 
tax from 3% to 4%. 


Inheritance Tax.—H. B. No. 596 amends 
the inheritance tax law. 


Stocks and Bonds Income Tax.—H. B. 
No. 597 amends the Stocks and Bonds In- 
come Tax. The tax is at the rate of 7% 
except that where 75% of the total corpo- 
rate property including the franchise as- 
sessable in Tennessee, the rate is 5%. 

Franchise Tax.—H. B. No. 595 enacts an 
entirely new Corporation Franchise Tax 
Law in lieu of the tax imposed by Ch. 5, 
Laws 1935, First Special Session. The tax 
is at the rate of 15 cents on each $100 of 
issued and outstanding capital stock, sur- 
plus and undivided profits. The first tax 
and report is due July 1, 1937. 


Chain Store Tax.—S. B. No. 400 imposes 
a tax upon branch or chain stores. The 
tax is as follows: Upon each store in ex- 
cess of one a tax of $3 for each one hun- 
dred square feet of floor space. 


General Revenue Act.—S. B. No. 400 is 
the General Revenue Act. License taxes 
are imposed on various businesses and oc- 
cupations. 

Motor Vehicle Registration.—S. J. R. No. 
17 defers time for paying auto license fees 
until April 1, 1937. 

S. B. No. 404 enacts a drivers’ license law. 

Property Taxes.—S. B. No. 1 relieves de- 
linquent property of penalties, interest, 
etc., on all property taxes up to and includ- 
ing 1935. 

S. B. No. 488 exempts from taxation edu- 
cation property owned by the State as 
trustee. 








































































































































































































































































































TEXAS 


Introductions 


Gasoline.—H. B. No. 869 provides that 
any person buying motor fuel in quantities 
greater than 50 gallons shall be exempt from 
the payment of any excise tax on motor 
fuel. To Revenue and Taxation Commit- 
tee. 

H. B. No. 901 provides for a tax of 5 
cents per gallon on motor fuel. To Reve- 
nue and Taxation Committee. 


Motor Vehicles.—S. B. No. 378 estab- 
lishes a new system for registering ve- 
hicles and transfers of title designed to 
prevent theft. To Highways and Motor 
Traffic Committee. 


Notes.—H. B. No. 943 provides that the 
note stamp tax shall be levied on only one 
of several contemporaneous instruments 
securing the same obligation. To Revenue 
and Taxation Committee. 


Oil.—H. B. No. 895 taxes oil at 9 cents 
per barrel. To Revenue and Taxation 
Committee. 


Property Taxes.—S. B. No. 413 provides 
a procedure for collection of delinquent 
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state and county ad valorem taxes. To 
State Affairs Committee. 

H. B. No. 791 provides for compilation 
of a delinquent tax record and limits time 
for collection of delinquent taxes. To 
Revenue and Taxation Committee. 

H. B. No. 894 authorizes collection of 
delinquent taxes at the rate of $10 per 
month. To Revenue and Taxation Com- 
mittee. 

H. B. No. 919 provides for a delinquent 
tax collector. To Revenue and Taxation 
Committee. 

H. B. No. 920 clarifies delinquent tax 
laws. To Revenue and Taxation Commit- 
tee. 

H. B. No. 921 permits reassessment for a 
tax first void because of a technicality. To 
Revenue and Taxation Committee. 

H. B. No. 967 provides for correction or 
reduction of excessive and unreasonable 
valuations in cases of delinquent taxes. To 
Revenue and Taxation Committee. 


Sulphur.—H. B. No. 895 taxes sulphur at 
the rate of $2.25 per ton. To Revenue and 
Taxation Committee. 


UTAH 


The Utah Legislature which convened in 
Regular Session on January 11, 1937 ad- 
journed on March 11, 1937. 


Approvals 


Alcoholic Beverages.—H. B. No. 66 pro- 
vides for licensing of Utah wineries and 
distilleries and prescribes that Utah grown 
products must be used. 


Sales Tax.—H. B. No. 83 provides for 
issuing tokens in administration of the 
sales tax. 

Tax Assessment.—H. B. No. 70 provides 
for averaging the tax assessment against 
merchandise shipped in from other states. 


VERMONT 


Introductions 


Alcoholic Beverages. — H. B. No. 307 
raises the tax on spirituous liquor from ten 
to twenty-five cents a pint. 


Income Tax.—H. B. No. 233 removes the 
$400 single and $800 married exemption 
tax on income from stocks and bonds. To 
Ways and Means Committee. 

H. B. No. 258 raises the tax on net income 
from two to three per cent, on securities 
from four to five per cent, repeals the ex- 
emption on money loaned in the state at 
less than 5%, taxes endowments, annuities 
and trust funds, exempts teachers’ retire- 
ment fund payments, requires stock and 
insurance companies to furnish the com- 
missioner of taxes with a list of residents 
receiving payments. To Ways and Means 
Committee. 

Motor Vehicles.—H. B. No. 275 amends 
subdivisions I and III of Section 5190 and 
Sections 5191 and 5192 of Public Laws and 
repeals Section 5198 thereof, relating to 
proof of financial responsibility for dam- 
ages from motor vehicle accidents and to 
discontinue the suspension of registration 
for failure to furnish proof. To Highway 
Traffic Committee. 

H. B. No. 304 adds a fifty cent motor 
vehicle operators’ fee or an additional sum 
to be placed in fund to compensate persons 
damaged in an accident with an uninsured 
operator. Uninsured operator's license to 
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be revoked till he reimburses the fund the 
amount paid out. To Highway Traffic. 


Property Taxes.—H. B. No. 282 is an act 
to amend section 3535 of the Public Laws 
relating to abatement of taxes, record of 
abatement and discharge of taxes abated. 
To municipal corporations committee. 


Trade-Marks.—H. B. No. 272 changes 
the fees for registration of trade-marks 
and trade names by changing the amount 
thereof. To General Committee. 


Approvals 
Motor Vehicles.—H. B. No. 9 increases 
requirements of receipts for last year’s 
taxes upon application for driver’s license 
so as to include all taxes for which appli- 
cant is liable. 


H. B. No. 80 provides for suspension of 
motor vehicle operator’s license of a per- 
son receiving relief. 


Poll Taxes.—H. B. No. 150 relates to ex- 
emption from poll taxes. 


WASHINGTON 


The Regular Session of Legislature of 
the State of Washington adjourned on 
March 12, 1937. 


Approvals 


Alcoholic Beverages.—H. B. No. 405 pro- 
vides that the liquor board may grant retail 
licenses to persons who have resided in the 
State one month. 


Butter Substitutes.—S. B. No. 340 defines 
distributor of butter substitutes. 


Christmas Trees.—S. B. No. 204 levies a 
tax of one cent on Christmas trees. 


Foreign Corporations—H. B. No. 531 
provides and requires fees for foreign cor- 
porations. 


Inheritance Tax.—S. B. No. 36 provides 
that the state may require a bond from an 
executor or administrator for the payment 
of inheritance tax so it will not follow real 
property. 


Insurance Agents.—H. B. No. 227 relates 
to insurance agents’ qualification act. 


Pilchard.—H. B. No. 273 levies a tax of 
two and one-half cents per pound on pil- 
chard. 


Property Taxes.—S. B. No. 106 provides 
that where delinquent tax sales brings 
more than tax due, excess goes to original 
owner. 


S. B. No. 239 provides for permanent rec- 
ord assessment lists as approved by the tax 
commission. 

S. B. No. 240 changes the date of prop- 
erty assessments from March Ist to Janu- 
ary Ist. 

H. B. No. 80 relates to the assessment 
and collection of taxes. 

H. B. No. 499 extends the period for 
rebates on tax payments where there is a 
delay in completing the rolls. 


Public Utilities—S. B. No. 66 fixes fees 
to be paid to the Public Service Commis- 


by utilities. 

H. B. No. 510 provides that fees are to 
be paid by utilities on their gross earnings 
| to the public service department to avoid 
the federal supreme court decision recently 
affecting present laws. 





sion for approving stock and bond issues t 
| tee. 
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WEST VIRGINIA 


The West Virginia Legislature adjourned 
on March 13, 1937. 


Approvals 
Consumers’ Sales Tax.—H. B. No. 60 re- 
enacts the Consumers’ Sales Tax and the 
surtaxes on gross income. 


Gross Income Tax.—H. B. Nos. 112, 314 
and 439 amend the Business and Occupa- 
tion (Gross Income) Tax. Sections 2c, 3, 
12, 13 and 20 are amended and section 2f 
which levies the tax on banking is repealed. 


Personal Net Income Tax.—H. B. No. 
102 amends the Personal Net Income Tax 
to increase the rates and to grant larger 
personal deductions. 


WISCONSIN 


Introductions 
Alcoholic Beverages.—A. B. No. 344 re- 
lates to the number of taverns in propor- 
tion to population. 


Business Licenses.—A. B. No. 520 relates 
to permits for feed grinding mills. To In- 
surance and Banking Committee. 


A. B. No. 523 relates to licensing of live- 
stock dealers. To Agriculture Committee. 


A. B. No. 526 relates to condensery, 
creamery, butter and cheese factories, pow- 
dered milk plants and receiving station 
licenses. To Agriculture Committee. 

A. B. No. 527 relates to licensing of 
cheese dealers. To Agriculture Commit- 
tee. 

A. B. No. 528 relates to buttermakers’, 
cheesemakers’, receiving stations’ and test- 
ers’ licenses. To Agriculture Committee. 


Gasoline Tax.—A. B. No. 471 relates to 
the time, period and verification of claims 
for gas tax refunds. To Finance Commit- 
tee. 


Insurance.—A. B. No. 385 relates to taxa- 
tion of casualty or surety insurance com- 
panies. To Taxation Committee. 

A. B. No. 390 relates to the collection of 
license fees from fire insurance companies. 
To Insurance and Banking Committee. 

A. B. No. 415 relates to license fees of 
fire insurance companies. To Insurance 
and Banking Committee. 


Motor Vehicles.—A. B. No. 346 relates to 
motor vehicle maintenance, examiners’ and 
repairers’ licenses. To Labor Committee. 

A. B. No. 410 relates to exemption of 
certain motor vehicles from the ton tax. 
To Highways Committee. 

A. B. No. 468 relates to exemption of 
farm trucks from mileage tax. To High- 
ways Committee. 


A. B. No. 487 relates to the semi-annual 
payment of license fees on all motor ve- 
hicles. To Highways Committee. 


A. B. No. 488 relates to quarterly pay- 


'ment of license fees on motor vehicles. 
| To Highways Committee. 


A. B. No. 513 relates to delinquent taxes 
of motor carriers. To Highways Commit- 


A. B. No. 516 relates to license fees for 
buses. 

Property Taxes.—A. B. No. 325 relates 
to taxation of forest crop lands. To Fi- 


| nance Committee. 
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A. B. No. 337 relates to exemption of 
property on public wharves from taxation. 
To Taxation Committee. 


Approval 
Property Taxes.—A. B. No. 72 extends 
the time for payment of taxes assessed on 
real estate in 1936. 


WYOMING 


The Regular Session of the Wyoming 
Legislature adjourned sine die February 


20, 1937. 


Approvals 


Business Licenses.—S. B. No. 8 subjects 
hairdressers and cosmetologists to an an- 
nual license fee ranging from $2 to $20 and 
becomes Chap. 39. 


H. B. No. 27 subjects all persons engag- 
ing in the practice of Chiropody or Podia- 
try to an annual license tax ranging from 
$3 to $50 and becomes Chap. 48. 

H. B. No. 49 provides for a penalty of 
$100 for operating a cream station without 
a license and becomes Chap. 5 





BOOK REVIEWS 


H. B. No. 85 provides for the registration 
of all fertilizer materials and charging a 
fee of $25 for the registration of each 
brand and becomes Chap. 24. 

H. B. No. 88 regulates the sale of seeds, 
and becomes Chap. No. 127. 

H. B. No. 112 subjects guides, outfitters, 
dealers in raw furs, and taxidermists to an 
annual license fee and becomes Chapter 64. 

Motor Carriers.—H. B. No. 41 levies a 
compensatory excise tax on interstate mo- 
tor carriers, and becomes Chap. No. 114. 

Motor Vehicles.—S. B. No. 40 directs 
the Secretary of State to approve and fur- 
nish a form for Certificate of Title for mo- 
tor vehicles and becomes Chap. No. 43. 


Poll Tax.—H. B. No. 56 permits counties 
to assess a special poll or road tax of $2 
on able bodied males 21 to 50 years payable 


to the county commissioners. Becomes 
Chapter 118. 


Property Taxes.—H. B. No. 59 provides 
that redemption certificates may be ob- 
tained upon paying amount of delinquent 
taxes exclusive of interest, penalties, and 
costs, if the county is still the owner and 
becomes Chap. No. 70 
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H. B. No. 66 amends the law providing 
what shall constitute a delinquent tax list 
and becomes Chap. No 

H. B. No. 82 amends the law relating to 
liens created by delinquent tax conveyances 
and becomes Chap. No. 84. 

H. B. No. 110 exempts beet sugar fac- 
tories from taxation for a period of years 
and becomes Chapter 51. 


H. B. No. 149 amends the law relating 
to assessments for construction by Irriga- 
tion Districts and becomes Chap. No. 77. 

S. B. No. 2 provides for exemption from 


taxation of property assessed to the value 
of $1,500 and becomes Chapter 140. 


Sales Tax.—H. B. No. 118 provides for 
the revision of the sales tax law and be- 
comes Chap. No. 102. 


Unemployment Compensation.—H. B. 
No. 143 levies an excise assessment on em- 
ployers for unemployment compensation, 
and becomes Chap. No. 113 


Use Tax.—H. B. No. 200 imposes a tax 
on the storage, use and consumption of 
tangible personal property and becomes 
| Chap. 118. 


Procedure and Practice before the U. S. Board of Tax 


Federal Income Tax Handbook 1936-1937, by Robert H. 
Montgomery. pp. 1207, The Ronald Press Co., New York, 
1936. Price $10.00. 


The 1936-37 edition of this publication covers the Rev- 
enue Act of 1936 and gives to the reader an expert’s analysis 
of the effect of that Act. An outstanding appeal of this 
manual is the fact that it makes accessible within a single 
volume a comprehensive, authoritative exposition of the 
law, including judicial and administrative rulings. The 
completeness of the index affords easy access to the wealth 
of material considered. 


Federal Taxes on Estates, Trusts and Gifts 1936-1937, by 
Robert H. Montgomery and Roswell Magill. pp. 525. The 
Ronald Press Company, New York, 1936. Price $7.50. 


Covering the application of the estate, the gift and the 
income tax affecting estates and trusts, the authors have 
set forth legal and accounting viewpoints and have inter- 
preted the law, decisions and important rulings into plain 
statements of advice and procedure. 


Government Finance, by Jens P. Jensen, pp. 628. Thomas 
Y. Crowell Co., New York, 1937. Price $3.50. 


Here is a remarkably comprehensive treatment of the subject 
of government finance by a scholar of repute. Representing 
the product of high scholarship the book is easy to read 
and to comprehend. It is up to date and well supplied with 
tables and diagrams. 


Handbook of Interstate Motor Carrier Law, by David 
Brodsky and Joseph A. Liberman. pp. 176. Milbin Publish- 
ing Co., New York, 1937. Price $3.00. 


This book, hot off the press supplies a big demand for 
a book that will give in simple language the essential data 
for the interstate commerce carrier. The first 77 pages 
are devoted to an exposition of the Federal Law; and the 
next 99 pages give the high spots of the laws of each state 
affecting vehicles from other states using the highways, It 
is the only single volume we have seen which gives the 
rate of tax for license plates and for gasoline, as well as 
any other tariffs or levies imposed upon motor vehicles by 
all states. Six pages of index complete this very useful 
volume.—Lewis Gluick. 


Interdependent Taxes. pp. 31. Commerce Clearing 
House, Inc., Chicago, 1937. Price $2.00 


Thirty-one pages of formulae and tables are set forth 


for computing Federal and state income taxes where they 
are mutually deductible. 


Appeals, Sixth Edition. pp. 198. Commerce Clearing 
House, Inc., Chicago, 1937. Price $2.00. 

Here is a valuable handbook containing revised rules of 
practice and forms of pleadings for use by both veterans 
and novices in procedures before the Board of Tax Appeals. 
Thoroughly indexed, the book contains the following 
significant chapter headings: “All Steps Connected with an 
Appeal,” “Technical Staff,” “Relation to Lawyer and Account- 
ant to Board,” “Jurisdiction of Board,” “The Petition,” “Com- 
mission’s Answer and Petitioner’s Reply,” “Preparation 
for the Hearing,” “Evidence,” “Procedure at Hearing,” 
“Procedure after Hearing,” “Court Review of Board’s De- 
cision.’ 


Scientific Tax Reduction: Federal Tax Law and Pro- 
cedure, by Howe P. Cochran. pp. 757. Price $7.50. Funk 
& Wagnalls Company, New York, 1937. 

An interestingly written work on a technical subject. 
The author, Howe P. Cochran, draws upon his years of 
experience both as an attorney and an accountant and 
practitioner before the United States Treasury Department 
to present his subject of “Scientific Tax Reduction” in a 
most informative and interestingly practical manner, un- 
usual in the discussion of tax matters. It starts at the 
beginning and carries through. It is not elementary but 
whether the reader be layman, lawyer or accountant he 
will derive a practical knowledge of the federal tax prob- 
lem and how to solve it. What to do and, of equal im- 
portance, what not to do is discussed fully in the legal 
and ethical tax reduction plans set out and the mention 
of illegal and improper methods to be detected and avoided. 
The subject of federal taxation is broad and the author 
has wisely confined himself to a comprehensive treatment 
of Federal Income, Gift and Estate Taxes. A most in- 
teresting and helpful feature of “Scientific Tax Reduction” 
is the series of model practice cases on income and estate 
taxes which show move by move the steps in the progress 
of a tax matter—from the original preparation of the re- 
turn to the conclusion of any controversy which might 
arise. Anyone concerned with federal tax matters will 
find this book a valuable aid in an understanding and solu- 
tion of their problems.—Henry B. Nelson. 


Sugar—A Case Study of Government Control, by John 
E. Dalton. pp. 311. The Macmillan Company, New York 
City, 1937. Price $3.00. 


An interesting exploration of pre-war assistance to the 
sugar industry, the origin of the world sugar depression, 
how the depression adversely affected the national sugar 


(Continued on page 248.) 
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The Place of Business Taxation in the 
Revenue Systems of the States 

(Continued from page 199.) 
The tax falling on the net incomes of the receivers 
of those incomes, would not be susceptible to further 
shifting, and would therefore considerably simplify 
the problem of ultimate incidence. 

5. Falling in the same proportion upon wage earn- 
ers as other receivers of income, it would make un- 
necessary other taxes on wage earners, as poll taxes, 
sales taxes, and some of the lower bracket personal 
income taxes. 

6. Operating also as a deduction from interest in- 
come, it should take the place of taxes on both tan- 
gible and intangiblé personal property associated 
with productive enterprise. 

7. Being also a tax on land rents, it would make 
unnecessary taxation on the value of land used in 
production. Just as in the case of wages, the return 
to capital and the return to land would be taxed at 
the point of production. 


8. It would avoid the disadvantage of pyramiding 
and the problems of rate of turnover in the gross 
earnings tax. 

9. It would avoid the inequalities and fiscal inade- 
quacies of the net earnings tax on business, and the 
problems of allowances for depreciation and obso- 
lescence connected therewith. 

10. It would reduce the opportunities for fraud 
and evasion such as exist in the gross and net earn- 
ings taxes, by providing at least a rough check on 
the return, since purchases allowed as deductions 
on certain returns may be checked against the gross 
sales of other concerns. 

11. It would recognize the state’s share as a dis- 
tributive share in all production, and if effectively 
administered would stand as a source of revenue as 
long as production continues. Its yield would con- 
tinue during depression periods without disturbing 
existing business relationships, and would not serve 
as a handicap to the new concern. 

12. It would be flexible, readily responding to in- 
creases or decreases in the needs for revenue by 
changes in the tax rate. 

13. The limits to its yield would depend only 
upon the proportion of the social net income that 
public policy deemed desirable or expedient to spend 
through governmental channels. 


Limitations 


Although the net value-product appears to be the 
most widely applicable, the most equitable, and the 
most economically sound tax base yet proposed, 
there are practical difficulties that would restrict the 
scope of its use. First, it could be administered 
only to those concerns that keep accurate records of 
their gross incomes from sales and the cost of goods 
sold, or of material used or consumed in production. 
In some industries, especially those in which the 
products pass into consumption without being re- 
duced to their monetary values, this base obviously 
could not be applied in practice. In agricultural 
production, for example, the value of the net product 








April, 1937 


could rarely be determined and property values 
would probably continue as the most satisfactory 
tax base in that industry. Likewise, the income 
from residential and many other types of property 
is usually consumed without being reduced to its 
monetary value, and the property tax would prob- 
ably be the only expedient there. In many other 
small businesses and personal service occupations, 
where adequate record keeping is lacking, a circum- 
stance which would make the net value-product 
unascertainable, the most expedient alternative 
would probably be some kind of license tax in a 
nominal amount. Aside from agriculture and a few 
other types of industries such as those mentioned 
above, the net value-product tax could probably en- 
joy general use. 

A second consideration is that since the net value- 
product tax, by its nature leaves individuals in the 
same relative positions in which they were found, 
it could not be used for such ulterior ends as the 
redistribution of wealth, or to reach the relative tax- 
able capacities of individuals under the principles 
of personal sacrifice. Results of that character must 
be left to such measures as the progressive per- 
sonal income tax, or the inheritance tax. They are 
measures intended to reach the personal abilities of 
individuals in their capacities as consumers, and 
should be coordinate with, or auxiliary to the net 
value-product tax, which is designed to reach the 
respective abilities of individuals as producers. The 
first is a personal tax, while the second is an im- 
personal producers’ tax. 


Court Decisions 


Supreme Court 


Interest Received—Foreclosure.—Where a mortgagee in 
1930 bid in the property at a foreclosure sale, for the 
amount of the mortgage plus accrued interest on the de- 
faulted loan, the accrued interest represented taxable in- 
come. The taxability is not affected by the contention 
that the market value of the property was less than the 
amount of the principal of the debt. “The administration 
of the income tax law would be seriously burdened if it 
were held that when a mortgagee bids in the property for 
a sum including unpaid interest, he may not be taxed on 
the interest received except upon an inquiry into the 
probable fair market value of the property.” Dissenting 
opinion filed—U. S. Supreme Court, in Guy T. Helvering, 
Commissioner of Internal Revenue v. The Midland Mutual 
Life Insurance Co. No. 257, October Term, 1936. 

Reversing Circuit Court of Appeals decision, 83 Fed. (2d) 
629, reported at 364 CCH {9270, which reversed Board 
of Tax Appeals memorandum decision. 

Stamp Taxes—Stock Transfers.—Stamp tax on stock 
transfers is incurred where, at the instance of one entitled 
to receive stock, the certificates therefor are, at his request 
and for his convenience, issued by the corporation in the 
name of a nominee, although the latter receives no bene- 
ficial interest in the stock.—U. Supreme Court, in 
Founders General Corp. v. James J. Hoey, Collector, etc.; 
United States v. A. B. Leach & Co, Inc.; United States v. 
_— Washer Co. Nos. 398, 331 and 330, October Term, 
1936. 

Affirming Circuit Court of Appeals decision for the Sec- 
ond Circuit (Founders General Corp.), 84 Fed. (2d) 976, 
reported at 364 CCH { 9406, which aff’d District Court 
decision, 12 Fed. Supp. 290, reported at 353-A CCH f 9561. 
Reversing Circuit Court of Appeals decision for the Seventh 
Circuit (A. B. Leach & Co., Inc.), 84 Fed. (2d) 908, reported 
at 364 CCH {§9388, which aff’d District Court decision 
reported at 353-A CCH {§ 9637. Reversing Court of Claims 
decision (Automatic Washer Co.), 15 Fed. Supp. 70, reported 
at 364 CCH { 9313. 
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The Surtax on Undistributed 
Corporate Earnings 


F THE surtax on undistributed corporate profits is 

not abandoned entirely as a revenue raising method 
it is important that Congress, during the current 
session, remove the most inequitable and harmful 
features of the tax. Such is the conclusion reached 
by the Committee on Federal Finance of the Chamber 
of Commerce of the United States in a recent bul- 
letin. 


The committee, made up of tax experts and busi- 
ness men, cites the following as the most outstanding 
defects of the surtax: 


(1) “Conflict between state and Federal laws, most 
apparent in the case of corporations with impaired 
capital.” 

(2) “Exceptional and unfair burdens placed on 
corporations with outstanding debts contracted in 
good faith.” 


(3) “No allowance for current earnings used for 
business expansion and for other appropriate cor- 
porate purposes.” 


(4) “Failure to provide relief for corporations bound 
by contracts which do not meet the requirements of 
present relief provisions, but which, in fact, operate 
to restrict dividend payments.” 


(5) “Establishment of the time of dividend pay- 
ments at such a date as to impose unreasonable or 
impossible conditions.” 


(6) “Coercion of corporations into doubtful fiscal 
policies and generally weakening their financial 
structure.” 

(7) “Ambiguous and harsh provisions which supply 
the basis for excessively restrictive regulations.” 


Three suggestions for alleviating these outstand- 
ing defects are advanced, to wit: (1) “That the 
surtax should apply only to the true earnings of 
corporations as determined by proper accounting 
methods”; (2) “That in addition to deductions now 
permitted before application of the surtax, there 
should be allowed amounts bona fide required to be 
paid or set aside for the payment of indebtedness, 
restoration of depleted capital, or to meet reasonable 
contractual requirements of a nature that actually 









restrict the ability to pay dividends; amounts ac- 
tually expended for additions, betterments, improve- 
ments, expansion or development up to a reasonable 
percentage of income; and permission to carry busi- 
ness losses forward over a reasonable period of 
years”; and (3) “That there should be a relaxation 
of the present restrictive requirement that income 
subject to the surtax be determined within the tax- 
able year of a corporation and dividends be paid 
within the year if credit is to be obtained.” 


“Should the necessary modifications of the surtax 
threaten to reduce revenues to such an extent as to 
delay the balancing of the budget, additional revenue 
should be sought through other taxes less inequit- 
able and less harmful to economic progress than the 
surtax.” 


New Sugar Legislation 


‘kx Administration’s new sugar bill (S. 1757, 
H. R. 5326) has been introduced in Congress. 
The bill does not contemplate enactment of tax 
in addition to the 3/4¢ excise tax already imposed, 
according to its sponsors. Since it is applied only to 
sugar marketing the tax is not considered as heavy a 
burden as a processing tax would be. 


Whether the tax as proposed appears to be in 
violation of the reciprocal trade agreement between 
Cuba and the United States is an important implica- 
tion. Not much opposition is anticipated, however, 
due to the fact that Cuban imports have been larger 
than expected. 


In a special message to Congress, President 
Roosevelt recommending the enactment of the excise 
tax “at the rate of not less than $.75 per pound of 
sugar, raw value,” stated in part: 


“I am definitely advised that such a tax would not in- 
crease the average cost of sugar to consumers. An excise 
tax of this amount would yield approximately $100,000,000 
per annum to the Treasury of the United States, which 
would make the total revenue from sugar more nearly com- 
mensurate with that obtained during the period 1922-1929. 
It is estimated that the total income of foreign countries 
from the sale of sugar in the United States under the quota 
system would not be less than that obtained during 1935, 
and, like the total income of domestic sugar producers, it 
can be expected to increase in future years as our consump- 
tion requirements expand. 
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“In considering the enactment of any tax the Congress 
has regard for its social and economic effects as well as its 
ability to raise revenue. The social and economic effects 
of an adequate excise tax on sugar are so important to the 
welfare of the various groups affected as to constitute a 
necessary complement to the quota system. For this rea- 
son I recommend that neither the quotas nor the tax 
should be operative alone.” 

The bill providing for an excise tax at 3/4¢ per 
pound of sugar raw value, for sugars manufactured 
after April 1, 1937, contains the following titles: 
Title I, Definitions ; Title II, Quota Provisions ; Title 
III, Conditional Payment Provisions; Title IV, Excise 
Taxes with Respect to Sugars; and Title V, General 
Provisions. No floor stocks tax is proposed, the 
excise tax applying only to marketing and not to 
processing. 


Some Effects of the Federal 
Silver Policy 


N DISCUSSING the government’s silver policy in a 
recent Wall Street Journal, Senator Pittman stated, 

in effect, that the Silver Purchase Act has resulted 
in the re-employment of more than 400,000 indi- 
viduals through the reopening of the silver mines; 
that the government has purchased 936,998,000 
ounces of silver at an average price of 60¢ an ounce, 
which being coined and sold to the banks and the 
trade and used in the payment of government debts 
at a value of $1.29 an ounce, has netted a profit of 
$645,888,420. He denied that it is of any inflationary 
value and said that it has added only about 20 per 
cent to the circulation media in the form of currency. 
Discussing the foreign situation the Senator con- 
tended that the Act has enabled the United States 
to stabilize the currency of China and place the 
Chinese dollar on the gold basis of exchange. He 
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also pointed out the trade advan- 
tages of having the dollar tied to 
the money of such countries for 
exchange purposes. Calling atten- 
tion to the understanding with 
Mexico, he saw the possibility of 
the United States extending 
monetary assistance to the Central 
and South American republics 
if they desire to re-establish their 
monetary system along similar 
lines. 





Income Return Form to 


Be Studied 


COMMITTEE formed from 

personnel within the Income 
Tax Unit of the Bureau of In- 
ternal Revenue has been appointed 
for the purpose of studying exist- 
ent income tax return forms. The 
committee has been directed to 
give careful consideration to the 
present return requirements, and 
to give particular attention to the 
requirements for furnishing detailed, itemized state- 
ments so that means may be devised whereby 
unnecessary detail in the present method of deter- 
mining tax liability may be eliminated, except of 
course where the requirements are in keeping with 
express provisions of law. 

Consideration will be given to the practicability of 
adopting Form 1040-A to the use of all persons re- 
porting income derived chiefly from salaries and 
wages, regardless of the amount of the net income. 

Present instructions for the guidance of taxpayers 
in the preparation of returns will be studied with 
an eye for simplification and clarification. Attempts 
will also be made to improve advice offered the tax- 
payers in any manner possible. 


Time Extended for Filing Windfall 


Tax Returns 


HE President has recently signed House Joint 
Resolution 249 which reads as follows: 

Resolved by the Senate and House of Representatives of the 
United States of America in Congress assembled, That the 
Commissioner of Internal Revenue be, and he is hereby, 
authorized to grant additional reasonable extensions of 
time for filing returns under Title III of the Revenue Act 
of 1936 for the year 1935 and any fiscal year ending on or 
before August 31, 1936; Provided: That, except in the 
case of taxpayers who are abroad, no such extension shall 
be made beyond June 15, 1937. 

Under the Act, returns mentioned above were due 
September 15, 1936 (Sec. 503b). A blanket exten- 
sion until December 15, 1936 was granted by T. D. 
4689 and T. D. 4696, and it is rumored that many 
additional extensions to March 15, 1937, were grant- 
ed individually. The new statute authorizes further 
extensions and it is understood that telegrams have 
been sent to Collectors by the Commissioner author- 
izing them to grant further extensions. 
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Tax Burden Heavier on Small Earner 


N THE lower income groups, city dwellers labor 
under tax burdens which are substantially heavier 
than those of residents in rural areas, and both urban 
and rural workers in these groups are compelled to 
pay proportionately greater taxes as they earn less. 
These variations are revealed in detailed studies re- 
cently completed by Dr. Mabel Newcomer of Vassar 
College for the Twentieth Century Fund of New 
York. 


Selecting New York as a state which has devel- 
oped income taxation to a marked degree, and IIli- 
nois as a representative state which leans heavily 
on the sales tax, the research expert has sought to 
measure scientifically the total tax burdens of typical 
individuals. The results, according to Professor Carl 
Shoup of the Columbia School of Business, who 
heads the Twentieth Century Fund’s staff of twenty 
specialists, show that “very little confidence can be 
placed in the tax burden figures given in the recent 
flood of popular literature.” 


Under carefully specified basic assumptions, a 
typical New York wage-earner with an income of 
$2,000 pays from $276 to $334 annually in taxes, 
while a representative farmer with the same yearly 
income pays, in four cases out of five, taxes amounting 
to only $195 to $198, according to Dr. Newcomer’s 
figures. In Illinois the same wage-earner would 
have a slightly higher tax burden totalling from 
$279 to $359, but the same farmer, if in Illinois, 
would pay still less—from $163 to $197. Only in 
cases where merely one-half of the land tax has been 
“capitalized” in the original purchase price, does the 
burden for the New York farmer go as high as $277; 
for the Illinois farmer, $207. 


Comparing wage-earners receiv- 
ing $1,000 a year with farmers 
receiving the same yearly income, 
the New York tax load is from 
$11 to $72 lighter for the farmer 
than for the city worker. The 
Illinois burden is even more dis- 
advantageous to the urban dweller, 
ranging from $25 to $86 heavier 
for the wage-earner than for the 


o 


farmer. 


Contrary to a commonly accepted 
principle of tax justice, the rela- 
tive tax burden is more severe for 
those with incomes of $1,000 than 
it is for those who are able to earn 
twice as much. This is revealed 
by Dr. Newcomer’s calculations 
of tax burdens as percentages of 
“potential income,” which, she 
explains, is “the income which 
would have been received if the 
taxes had not existed. Some of 
the taxes are in fact paid out of 
this potential income rather than 
out of income actually received.” 

Thus, the research data indicate 
that New York wage-earners re- 
ceiving $2,000 annually have total 
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tax burdens of from 14.2% to 17.2% of their poten- 
tial income, in contrast to the higher percentages of 
from 15.4 to 18.6 that must be paid by their fellow- 
workers who are earning only half as much. The 
corresponding figures in Illinois are 14.2% to 18.2% 
at the higher level, and 15% to 19.3% at the lower. 


Taxability of Rents from 
Extra-State Property 


ENT received from real property located outside 

the state, as well as interest from mortgages on 
similar property, is taxable income when received 
by a resident of New York. Such is the opinion of 
the United States Supreme Court in its recent deci- 
sion in the case of People ex rel. Annie Cohn v. Graves 


et al., N. Y. CT ¥ 87-707. 


The decision marks a new development in state 
taxation of intangibles and specifically settles a 
hitherto doubtful question. New York taxpayers 
have been perturbed for some time over the state’s 
attempt to include in the taxable income of a resident 
rents received from realty located outside the state. 
The contention had been, and in fact the courts had 
held, that the taxation of rents was equivalent to 
a taxation of the property itself, and since the prop- 
erty was outside the jurisdiction of the state no right 
existed to tax the rents. 


Although the opinion is of direct and immediate 
interest to New York taxpayers its importance is 
by no means limited to New York. Every state 
which imposes an income tax will find in the decision 
authority for, or confirmation of, similar taxing 
policies. 





President Roosevelt and His Cabinet 
(Reading clockwise from the President) 
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Annual Income as a Method of 
Valuation for Real Estate Taxation 


(Continued from page 213.) 


poor” who in times of low prices are unable to pay 
their taxes out of income derived from their land 
holdings. On the other hand, there would be a much 
larger return to the government in times of good 
prices. There is raised by this same situation, how- 
ever, the further problem of maintaining a stable in- 
come to the government. The property tax has long 
been a source of income to the government, inequi- 
table as it might be to tax in depression years as ia 
prosperous times. Regardless of the temporary em- 
barrassment of the local fiscal authorities an inequi- 
table situation must have a far more pressing 
justification before casting aside search for remedies. 
This particular difficulty might be eliminated by the 
establishment of reserves in time of excess income 
to care for the lean years—provided efficient account- 
ing methods are instituted in the government service 
to care for a long run situation. 

There is a more serious objection to the income 
method of valuation. For instance, at what rate 
would the income in any one year be capitalized in 
order to arrive at a true valuation? A possible an- 
swer is the keeping of statistical controls on the 
current rate of borrowed money in the market. The 
newer schools of political economy are advancing in 
stronger terms each year proposals for a controlled 
economy, particularly as related to governmental 
problems; here is an opportunity for the practical 
application of their efforts. The rate of capitaliza- 
tion plus the rate of taxation would lend themselves 
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readily enough to such manipulations as might be 
desired for the reaching of socio-political ends. 
There would thus be gained a two-fold objective: 
namely, a more just and workable taxation system 
as such and one which would at the same time lend 
itself to the uses of those desiring to use govern- 
mental agencies to bring about a social system with 
fewer inequities in it. 

There can be little doubt in the minds of any stu- 
dent of taxation that the present haphazard, unscien- 
tific methods of taxing real property in the United 
States must be remedied. Reform is desperately 
needed ; if the present inequalities in our own system 
cannot be ironed out effectively, the British system 
offers a possible solution. A blanket application of 
the system to the whole United States would neither 
be possible nor practical were it possible. The best 
method would be to try the system in a few localities 
or states as a matter of experimentation. That there 
is a movement on foot to apply this principle to some 
of the states is attested by the earlier reference to 
the proposed New York law and by the more recent 
action in New Jersey.**® The drafting of and ac- 
ceptance by each state of an enabling law whereby 
the localities could apply the British principle at 
their option, either in whole or in part—their main 
objective being an elimination of the gross inequali- 
ties under which they now labor—would be a prac- 
tical way of introducing a fundamentally sound 
reform measure into the taxation system of the 
United States. 





*2That the New Jersey and New York action is_in line with a 
broader movement is attested by a letter from the Executive Secre- 
tary of the New Jersey Association of Real Estate Boards dated De- 
cember 31, 1936, in which he states that the real estate valuation on 


annual income is a National Association (of Real Estate Boards) 
program. 





The Federal Revenue Act of 1936— 
Some Current Problems 
(Continued from page 208.) 


stock to the parent, in order to arrive at the basis 
of such assets for depreciation, determination of gain 
or loss on future sale, etc. In many cases this was 
highly impractical, if not impossible. In the 1936 
Act the problem was attacked from a different angle 
and section 112 (b) (6) was completely rewritten so 
as to permit beyond question the integration of a 
subsidiary into a parent corporation by merger or 
liquidation, without recognition of gain or loss, pro- 
vided the other requirements and conditions specified 
therein are complied with, with the basis of the as- 
sets in the hands of the subsidiary carried over to 
the parent. 


Two-fold Merit of the Revenue Act of 1936 


HE Revenue Act of 1936 has the two-fold merit 

from the Treasury point of view of producing a 
large additional revenue, while operating at the same 
time to close the largest remaining avenue of surtax 
avoidance and to minimizing several glaring inequities 
in the revenue system. I do not mean to imply, 
however, by this statement, that the 1936 Act is 
perfect or not susceptible of improvement. Like 





the original income tax law itself it is reasonable 
to expect it will undergo constructive changes in 
years to come on the basis of experience and in the 
light of the fundamental objective of an increasingly 
equitable distribution of the tax burden. More com- 
plete equity will be realized, however, by a process 
of reduction and perhaps ultimate removal of the 
present normal tax on corporations and the capital 


stock tax than by mutilating amendments to the 
present law. 


The Co-ordination of State and 
Federal Taxes 


(Continued from page 190.) 


The Treasury has recently published the first re- 
sults of this survey. 


The Secretary continued: 


Next, I would note what practicable changes in the 
combined tax structure of the country would produce a 
sound and more equitable distribution of the total burden. 
In the third place, I would concentrate upon a few im- 
portant and workable means of eliminating conflicts and 
overlapping in a manner consistent with our analysis of 
what constitutes a fundamentally desirable tax structure. 
Finally, having arrived at a few important possibilities 
which we know to be fundamentally sound, we can then 
attempt to put them into effect. 
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Organization for Compliance with 
Taxing Statutes 


(Continued from page 217.) 

Litigation 

ITIGATION might be considered to include 

every tax matter which becomes a controversy, 
either with governmental departments or the courts. 
After litigation begins, little can be done in an ad- 
ministrative way to reduce its cost. Cases can, of 
course, be abandoned at a reasonable time and not 
pursued stubbornly as lost causes, but the chief op- 
portunity for the tax department to perform effec- 
tively here is in the direction of preventing avoidable 
controversies. It is much easier to marshal facts 
before an examiner when he is in the taxpayer’s 
office than it is to present the same facts to an au- 
thority situated at some other point. It has been the 
writer’s experience that if possible an agreement 
should be reached as to the facts while the examiner 
is in the taxpayer’s office and let the controversy run 
to a disagreement over the law. Although this can 
not always be done, many disagreements can be 
avoided by making the facts easily available to the 
examiner. That there will be some litigation in tax 
administration seems inevitable, however, and if the 
taxpayer is to pursue every legal advantage that is 
or may become available to him, the cost of this 
work must be shouldered. 

The maintenance of a docket on which each step 
in a controversy is entered, a separate sheet being 
used for each case, is a useful device. The full re- 
view of the file thus requires but a few moments 
when some routine matter is to be disposed of, and 
the docket sheet, when added to the file upon comple- 
tion of the case, serves as a summary of its contents. 

When a large part of the tax department’s time is 
lopped off for study of new laws, regulations, and 
decisions, and another part is dedicated to necessary 
research, it leaves all too little for tax administration. 
Anything that promises economy of time and effort 
seems worthy of attention, for certainly, in this day, 
the tax man has no sinecure. 





Liability for Improper Accumulation 
of Surplus 


(Continued from page 203.) 
Inc., supra; R. & L., Inc., 33 B. T. A. 857; aff’d, 84 Fed. (2d) 
721; certiorari applied for September 21, 1936; Edward G. 
Swartz, Inc., 33 B. T. A. 355; Rands, Inc., 34 B. T. A. 1094; 
Almours Securities, Inc., supra. There is a substantial differ- 
ence between the two classes of corporations, although I 


would not go so far as to say that the former could never 
be subjected to the penalty.” 


From the foregoing we see that each case must 
stand or fall on its particular facts. It is also ap- 
parent that the personal-holding-company type of cor- 
poration has found disfavor in the eyes of the Court. 
The law with reference to the extent a corporation 
engaged in a mercantile or industrial activity may 
accumulate earnings is now in the making. It is 
well to remember that while the Revenue Act of 
1936 imposes a surtax on undistributed profits, it 
has not abandoned the penalizing tax on improper 
accumulations. Section 102, Revenue Act of 1936, 
371 C. C. H. $671. 
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Book Reviews 
(Continued from page 241.) 


industry, subsequent development and administration of 
the control scheme of 1934 with its effects upon producers 
and consumers and the probable form of future sugar con- 
trol legislation are set forth in this interesting treatise by 
John E. Dalton, Ex-Chief of the Sugar Section in the AAA 
and member of the faculty of the Harvard Graduate School 
of Business Administration. This case study, not entirely 
devoted to the subject of sugar, sets forth both the advantages 
and the limitations of drastic government control in any 
industry. Both proponents and opponents of governmental 
regulation may read with interest, difficulties inherent in 
extending political powers over economic problems. 


Tax Limits Appraised, by A. Miller Hillhouse and Ron- 
ald B. Welch. pp. 40. No. 55, in a series by Public Adminis- 
tration Service, Chicago, 1937. Price 50¢. 

This study approaches the tax limitation problem from a 
nation-wide viewpoint with attention directed specifically to the 
proposal of the National Association of Real Estate Boards 
for a constitutional over-all tax limit of one per cent. The 
book contains a concise statement of the development and 
growth of the over-all tax limitation movement and sets 
forth at some length the arguments pro and con. Admit- 
ting some bias against the proposal, the authors have 
stated with clarity and precision the arguments of its pro- 
ponents as well as the counter arguments. 


Taxable Income, by Roswell Magill. pp. 437. The Ron- 
ald Press Co., New York City. 1936. Price $5.00. 

The development of the body of the income tax law in 
the United States has resulted from a combination of ad- 
ministrative, legislative and judicial action. “Taxable In- 
come” is one of a set of volumes on the different aspects 
of the concept of taxable income and is made possible by 
a grant of funds from the Columbia University Council for 
Research in the Social Sciences. It traces this develop- 
ment through the various laws to the present, stating the 
resulting principles under three major classifications, The 
first part is devoted to the requirement of realization as a 
condition to the status as taxable income. After an histori- 
cal review of income taxation in the United States and a 
description of the administrative machinery under which 
it is applied, this part takes up the nature of various items 
resulting in realization of income, such as corporate distri- 
butions, sales, exchanges, and purchases, and the legisla- 
tive modification of the laws as interpreted by the courts. 
Included in this part, is a comprehensive comparison of the 
British and American systems of taxing income with a 
review of the leading British cases. The second part of 
the book is devoted to the classification of taxable income 
according to its characteristics including discharge of one’s 
obligations by another, assigned income, revocable trusts, 
and taxability of income according to the control of the 
taxpayer over it. The third part treats income according 
to its source of payment, such as compensation, subsidies, 
and gifts. Insurance, damages, and annuities are also 
among the subjects discussed. 

The combined experience of the author as lawyer, law 
professor, and treasury expert results in a treatment of 
the subject and an expression of views on the basis of a 
broad perspective. Both student and practitioner will 
find in it much useful knowledge systematically assembled 
and presented. Opinions of the author are well exempli- 
fied and court decisions are fully briefed and compared in 
the light of the development of the subject to its present 
status.—Arthur Malina. 


The Taxing Power with Particular Application to the 
State Income Tax, by Walter K. Tuller. pp. 460. Callaghan 
and Company, Chicago, 1937. Price $8.00. 

As stated in the Introduction, this work analyzes “the 
principles which govern and control the taxing power of 
the Government of the United States and the governments 
of the several states.” It shows “both the limitations, and 
some of the practical applications of those limitations, 
which the Constitution of the United States imposes on 
the taxing power of those governments, both the express 
limitations and those which are inherent in our system of 
constitutional government and in our dual system of na- 
tional and state governments.” It is not designed as a di- 
gest of adjudicated cases. Its purpose is to endeavor to 
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determine basic principles and to show their application 
to the practical problems of today, particularly as those 
problems are reflected in state taxation of income. Since 
it is chiefly concerned with constitutional limitations, the 
work necessarily points in large part to what may not be 
done by the Government. If the analysis of the Constitu- 
tion is sound, then much taxation that has been attempted, 
particularly in the way of state taxation of income, is in- 
valid. This does not mean that the states may not tax 
income. It does mean that they must do so in conformity 
with the Constitution. 

From this it is apparent that the undertaking is ambi- 
tious; for any analysis of the constitutional basis of and 
restrictions upon state taxation is necessarily complex. In 
pursuit of this end an exhaustive and valuable review of 
the decisions of the United States Supreme Court, and 
of some of the state courts, is presented. Light is thrown 
upon certain fundamentals, such as the function of a writ- 
ten constitution, the rights of the citizen as opposed to 
the government, the purposes and binding nature of the 
constitutional restrictions. The elements of property and 
excise taxation are examined and the conditions imposed 
upon each are stated in the course of developing the au- 
thor’s main thesis. 

No real understanding of the book or an evaluation of 
the principles propounded is possible, however, without an 
examination of the author’s purposes and an understanding 
of his political theories. In the Introduction (page vi) 
he says: 

“Taxation has become one of our greatest national problems. The 
Government must have revenues. But also, under our constitutional 
system, the citizen has certain rights. These rights are guaranteed by 


the Constitution against infringement. Governmental revenues must 


be raised without infringing or destroying these rights. Otherwise 
they are not rights.” 


In conclusion he asks (page 429): 


“Will the courts, even in the face of popular clamor, firmly resist 
legislative encroachments upon the limitations imposed by the Constitu- 
tion upon the powers of the Government particularly when such 
encroachments are stealthy and are proclaimed under the guise of 
promoting the General Welfare and Advancing Social Justice?” 


The author emphasizes that the work is not designed as 
a digest of adjudicated cases. It is apparent throughout 
that this is true; while court decisions are collected, quoted 
and examined in detail, it is not with a view toward a 
factual presentation of the law as decided by the courts, 
with an unquestioning acceptance of the United States Su- 
preme Court as a final arbiter, but in an attitude of free 
criticism of present day decisions insofar as inconsistent 
with the concepts of these constitutional limitations as 
worked out by the author. To illustrate: In speaking of 
Lawrence v. Mississippi, 266 U. S. 276 (page 327), which is 
apparently in good standing today, he says: 

“With all deference it is submitted that this decision is 
simply wrong. It cannot be reconciled with sound prin- 
ciple and is inconsistent with the later decisions of the 
Supreme Court reviewed in Chapter XII.” 

Again, in speaking of People v. Graves, 271 N. Y. 543 (page 
322, note), since affirmed by the United States Supreme 
Court on March 1, 1937, the author says: 

“It is believed that the decision is clearly wrong and that 
the dissenting Justices are correct.” 

Without attempting to evaluate the author’s political 
philosophy, it may be said that the book is a penetrating 
work of legal criticism of permanent value in determining 
the true meaning of existing constitutional provisions. And 
even if it be true that its primary purpose is that of legal 
criticism and presentation of a message, the research in- 
volved and the examination of numerous leading cases 
should be of much practical help to a true understanding 
of state taxation—James L. Watson. 


The Undistributed Profits Tax, by Alfred G. Buehler. 
pp. 281. McGraw-Hill, Inc., New York, 1937. Price $2.75. 


Professor Buehler describes the features of the new tax 
law, states some of the economic and fiscal problems of 
the undistributed profits tax and gives it tentative appraisal 
as a part of the Federal tax system. The treatise consists 
of the history of the tax on undistributed profits, state- 
ments and analyses of economic and fiscal problems aris- 
ing therefrom, and a resumé of various prior proposals to 
tax undistributed profits. 





